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The remedial potentiahtieg of Go-opeiation (in its various forms) as 
regards the present Economic Depression form the main thesis of this 
little book It can bo shown that an important corrective of the existing 
maladjustments of production and demand is the development and proper 
co-ordination of Producers’ and Consumers’ co-operation But oo-operation 
has other forms, and works on other planes besides the national one. 
Besides the field of oo-operation between individuals there is the region of 
International Co-operation It is through International Co-operation 
alone that we can hopefully attempt to remove many other maladjustments 
which are important contributory factors of the prespnt depression On 
this side there is a wide range of problems and policies to discuss There 
are for examples problems of international management of currency and of 
the co-operation of Central Banks Not less important are the topics of 
economic disarmament, of commercial reciprocity and of international 
industrial agreements Above all comes the question — how far can Co- 
operation help to prevent Capitalism from crumbling and dissolving ’ It is 
prpposed to present in these pages bnef accounts and analyses of these 
problems and potentiahties. 

No apology is required at the present day from a teacher of Boonomics 
for selecting as the subject of bis first contribution to the studies of his 
new university the subject of the World Economic Crises For obviously 
any one who attempts to offei something like a clear presentation of the 
causal and remedial aspects of the present unprecedented depression, and to 
analyse and appraise the numerous suggestions and theories advanced 
about It, IS rendering a public service Only by a great oo operative effort 
on the world scale can this depression bo overcome , and the first phase of 
such co-operation must be the creation of clarity of thought upon the 
subject We in India have been doing our “bit” in this direction, thus, 
in the year 1930 it was the Indian Delegation which had the privilege of 
movmg the Eesolution before the Assembly of the League of Nations which 
led to the authoritative inquiry into the course and phases of that Depres- 
sion by Prof Ohlin Last year, too, the Indian Delegation intended to 
propose an extension of that inquiry and only the inexorable necessities of 
finance led to a temporary postponement of that idea 

But it IS not only the League which should prosecute inquiries into 
that great and all-engrossing subject, of which the issue seems plainly to be 
whether the world is to continue its economic existence under the present 
system of capitalistic production or is going to transfer its allegiance to 



somo vanofcy of GomniuiiiBni uv uuw if indeed next to it — 

the Universitiee seem to be the best institutions for disoussing the subject 
It is certainly worth suggesting that if the most distinguished holders of 
Eloonomio chairs in different countries earned on propaganda for creating 
the right public attitude towards the subject, and discussed the remedial 
aspects thoroughly among themselves, an immense amount of good can be 
done Those of us however who do not command that international 
status, can still make a useful contribution by helping in the popular discus- 
sion of the subject and in provoking thought Such a review of the main 
opinions and proposals advanced on the Subject is being offered here as a 
starting point for discussion , for in vie* of the growing literature on the 
subject even such a coup d’oeil might not be without some use Referen- 
ces have been given in the footnotes m order to induce and enable the 
reader to examine the ground lor himself 

I wish to express my appreciation of the valuable assistance given bv 
my colleague Mr M Venkatarangaiya in seeing these pages through the 
press 

J 0 COTAJBE. 
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CHAPTEE I 

A Consideration op the Causes of the Depression 

The point of view developed in the present study of the 
Depression is that of the convinced believer in the great potentiali- 
ties of Co-operation The central line of reasoning is that, while 
Co-operation was always necessary to the world, its development is 
now most vital and essential, in view of, and in step with the pro- 
cess of integration and solidarity of world economic interests Alike 
in the field of national and of international economics the method of 
Co-operation must be developed if we are to avoid debates like the 
present one or, indeed to save capitalistic society itself How close 
the solidarity of international economic relations has become and 
how rapidly it has developed, can be judged from the universal 
character of the present depression — as contrasted with even the 
worst of its predecessors While one important and basic fact is that 
technical progress in its largest acceptation has gone ahead by 
leaps and bounds, the other essential factor is that as yet there is 
no regulator of this great dynamic movement— either on the side of 
production, or consumption , of distribution or exchange Hence the 
breakdown of our world economy in all these aspects simultaneously 
The main instrumentality for the adjustment of production to con- 
sumption, as well as for the adjustment of the supply of the medium 
of exchange to the demand for it is, it is submitted. Co-operation; 
that IS we must have eo-operation as between producers and con- 
sumers, amongst bankers and currency authorities and between 
states as regards commercial policy It is in the absence of the 
development of this main adjusting and regulating factor that there 
have appeared so many and such senous economic maladjustments. 
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It IS remarkable that amongst the varioas, excellent studies 
of the present depression which have appeared no compre- 
hensive account of the remedial potentialities of Co-operation 
has been developed In most of these studies of the World Crisis 
formal lists are given of the causes of the Depression as well as of 
the remedies It has been forgotten that what was wanted besides 
the adoption of these quite useful lists of the remedial suggestions 
was the introduction of a new spirit and mentality in which the 
great economic problem of the world is to be approached For 
Co-operation alone can fulfil the two-fold function — that of securing 
joint and common action (which is indeed very necessary) and also 
of supplying the great psychological stimulus which is the most 
necessary thing to combat the depression. True, we want a planned 
economy for the future, but not any sort of planned economy Right 
before us lies the immediate problem to be solved but, behind it 
there is not only a conflict of methods but a conflict of ideals as 
well It IS when we take the point of view which Co-operation has 
established that we are able to distinguish between palliatives and 
local remedies, on the one hand, and real remedies of the general 
economic system on the other 

It IS a narrow view of the principle of Co-operation which is 
content to assume that its range is limited by the activities of 
producers’ and consumers’ Co-operation or even by the intei-trading 
implied in the existence of these two aspects of the general principle. 
The function and potentialities of the Co-operative principle are in- 
deed far wider. As has been well put by a writer on the subject 
“the ultimate aims of Co-operation are concerned as much with 
Social Economy as with commerce It seeks to expand till it has 
transformed the whole of society to its own ideal economical and 
ethical form In this social character the movement can admit no 
irreparable division in the interests of mankind nor any economic 
problem which co-operative principles and co-operative technique 
cannot solve ’’* It might have been added that Co-operation is at 
least as permeating a phenomenon as competition — the former re- 


Margaret Digby, “ Producers and Consumers ", p 195, 
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presenting the complementary aspects of productive factors and 
persons, while the latter emphasises their relations as rivals. It is 
a mistake to consider competition as either the more important or 
permeating principle A study of the evolutionary aspect of Insti- 
tutional Economics would show that the rise and working of co- 
operative and competitive institutions have formed important and 
alternating aspects of Economic History The last century or two 
have marked the high water-mark of competition But we are now 
witnessing the harm done by an excess of that factor of Economic 
progress We are at present being often reminded, for instance, 
that Natural Science has done her share for man and that now it is 
for the Economic Science to guide the national economy properly. 
Such statements only mean that the guidance of production by un- 
controlled competitive influences has upset the economic equih- 
brium, and that it is time now to invoke Co-operation to improve 
matters and so to adjust Production and Distribution as to give us 
something like Maximum Satisfaction. 

The principles and practice of Co-operation are indeed capable 
of immense development The co-operative movement has, it is 
well known served as a stabilizing factor in the great economic 
troubles which have overtaken so many countries of the Continent 
The system can impart an elasticity to national production and 
distribution which alone can do much in adjusting methods to great 
changes on the side of demand and supply For an actual record 
and witness of the potentialities on this side, a reference might be 
made to the publication of the Carnegie endowment on the work of 
the Co-operative movement in Jugo-slavia, Boumania and North 
Italy We learn there how Co-operation has been the only 
instrumentality which has been able to deal with marked success 
against such formidable factors as the breakdown of distributive 
systems, the upsetting of inter-national trade, rapid and funda- 
mental changes in the institution of landed property and the spread 
of revolutionary and communistic ideas * 


1- 01 D Cofiey, “ The Co-operative movement in Jngo-slavia, Eoumania and 
Horth Italy durmg and alter the War ” 



THE WORLD EOONOMIO DEPRESSION 


Economic theories are obviously best tried and tested under 
the pressure of inexorable circumstances and hard facts Thus the 
small States of Europe which are hard pressed by the Depression 
and which must watch the shadow of Bolshevism stealing nearer 
to them, have been forced to realise the strong support which the 
adoption of co-operative principles and practice affords to our 
present system of economy. The history of the last decade has 
shown that we must not lean too much on the competitive principle 
The same decade has taught mankind that Communism too has its 
great deficiencies Had Karl Marx been alive to-day he would 
have rejoiced at the weakness shown by the capitalistic system 
but he would have been no less disappointed at the shortcomings 
of the great Bolshevist experiment What mankind requires is a 
synthesis giving us the best of the two antagonistic systems We 
want neither the thesis nor the antithesis We desire the syn- 
thesis, which IS to be found in Co-operation 

So far we have spoken of co-operation in the ordinary sense 
But co-operation has before it another and a larger aspect and a 
bigger field of application It is obvious that moat of our present 
troubles are due to the unchecked development and pushing of 
“national” policies, and we can lemedy them only by an adoption 
of International co-operation Eminent economists have been 
studying the possibilities of co-operation, and, indeed, a literature is 
growing up on the topic of International Co-operation on the 
economic side before our eyes Take a valuable work like Prof. 
Patterson’s on “the World’s Economic Dilemma” It deals mainly 
with “the senes of economic influences that make for strain in 
the modern world” and “the leasons why there is so strong a 
tendency for them to act on national lines” The lemedies 
prescribed by Prof Patterson consist of international co-operation 
between states, of which the League of Nations is the symbol, as 
well as between bankers and business men 

As a result of the emphasis being placed on International 
Co-operation we have a broadening of Economic Science and Art and 
new developments in Normative Economics as well We are freely 
discussing “ World Economics ” — not however in the spirit of the old 
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“ Cosmopolitan ” or competitive economics Under that system the 
weakest was left to go to the wall without any compunction , but we 
now find that the economic troubles of any nation inevitably react on 
the rest So also there is a tendency to be cntical of the doctrines of the 
National School of Economies founded by List and his followers In 
fact both on the political and on the economic side, the shortcomings 
of the national method of approach are clear The point of view of 
International Co-opeiation is being developed as regards the control 
and utilization of raw materials, in the matter of foreign investment 
and loans as well as on topics like tariffs and cartels Even a critic 
of the idea of World Economics shows its influence Thus an 
eminent critic of that notion observes “World prosperity seems 
more attainable if sought through the prosperity of its paits — nations, 
empires or continents — properly co-ordmated tn harmonious co-opera- 
tion, rather than by viewing the world prosperity as an antithesis to 
national prosperity ” But it is scarcely just to emphasise the idea of 
such an antithesis — except perhaps as a caution for the future Mean- 
while we are well content with the idea of a “harmonious co-operation 
between nations , ” and many of the best works of the day on Economic 
science expound the methods and ways of such harmonious co-opera- 
tion Take for instance a monumental work like Keynes’ “ Treatise 
on Money,” and compare it with the leading works on currency 
which were published before the War When thus compared one of 
the most important features of the work is the International point of 
view — especially in the chapters dealing with International 
management of money” and “the International Q-old Standard” 
Take up another important work like Prof Donaldsons’ on “inter- 
national Economic Relations” That is avowedly a “treatise on 
World Economy,” so is Elemer Hantos’ work on the “Economic 
Mondiale ” Prof Patterson’s excellent work has already been 
referred to We thus find the economic science of the day laying 
increasing emphasis on the world point of view, and as a corollary 
its precepts are being based on the idea of International Co-oper- 
ation on a scale and in a way unknown to the economists of pre- 
War days 

It IS proposed to discuss the problem of the Depression both in 
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its causal and its remedial aspects, but in either case, in the interests 
of exposition, the problem has to be broken up into its various 
constituent elements. True, the factors of the problem are closely 
inter-related and it is difficult to unravel their separate effects 
Nevertheless that difficulty pervades the whole sphere of economics, 
and the economist is always attempting the hard task of what Prof 
Carver calls “ unscrambling eggs ” with tolerable success, though of 
course the isolation of economic factors can never be quite complete 
In any case, long period tendencies like that of relative overproduc- 
tion which made their appearance some decades ago will have to be 
separated from more recent phenomena like those of abnormally 
higher rates of interest or maldistribution of gold Monetary and 
banking causes too are in many respects autonomous, though they 
need not be given the unique and dominant position that 
sometimes has been assigned to them Above all in any study 
of the subject, we have to take particular account of the true 
time perspective so far as possible and without losing sight of con- 
venience and facility of treatment With this object, in our study of 
the causal factors we may divide them into four main groups — the 
first dealing with maladjustment of production and of demand ; the 
second consisting of difficulties on the monetaiy and banking side 
Finally, we shall take up the question of tariff barriers and the pro- 
blem of reparations When, however, we approach the remedial pro- 
gramme, the order will be somewhat different, since their urgency of 
the measures required is an important consideration 

In the light of the antecedents and the course of the pre- 
sent great depression, the former “ monistic ” theories of the business 
cycle have little chance of surviving If any formula of this type 
— emphasising some single cause — had any chance of success it was 
that formulated by Mr Keynes which attributed credit cycles to the 
failure of Savings and Investment to keep step, for that formula 
can through its implications rope in quite a number of factors 
Nevertheless, even so, it cannot cover the whole range of factors 
which have led up to the great Depression. And when using such 
formulse, we have to give their due to quite a large number of mal- 
adjustments in this connection, while at the same tune the real im- 
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portance of the implied factors is unduly minimised by their being 
ultimately brought in as it were through the back door Economists 
cannot but agree that whether we are suffering from the “ long 
wave ” or are in the throes of a Juglar cycle or the “ forty-month 
cycle ” or are afflicted by all three simultaneously, we must take full 
account of powerful contributory factors like high tariffs, reparations 
and currency policy 

This reminds us of Wagemann’s remark that most of the 
theories (of the business-cycle) maintained in these days are of a 
compound character, especially as many of them wander off into 
other strata of the economic system in search of the causes of the 
causes themselves ” (Economtc Rhythm, p 263) A similar view is 
expressed by W C Mitchell in his great woik on “Business Cycles," 
to the effect that “ many writers also show how the changes pro- 
duced by their chosen causes affect other processes, and in so doing, 
they are likely to find use for the work of men whose distribution 
of emphasis differs from their own” (p 12) The fact is that 
Economics is gradually becoming fully conscious of the real com- 
plexity and close inter-relations of economic phenomena To take 
but a single example — the Quantity theory, as recently formulated, 
takes account of a very large number of factors which were quite 
neglected in the earlier formulations The same tendency towards 
a greater realization of the inter-relation of the relevant factors is 
manifest in most other developments of theory and in this way, not 
only in the theory of the business-cycle but in other portions of 
economics. 

At the very threshold of our subject, we are in the regions of 
volcanic controversy On the one side, are eminent authorities like 
Mr Snyder, Sir H Strakosch and Mr Hawtrey who have thrown 
their weight on the side of dominance of monetary causation. The 
main contention on this side (on the ground of certain statistics 
of Mr. Snyder and Mr Kitchin) is that world production has 
been growing at the rate of about 3 per cent per annum for a long 
time in the past, and yet the crisis has declared itself during the last 
quinquennium only Another point which has been made is that even 
those articles of which the production has not increased markedly 
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have also fallen in price.* Without entering the controversy at great 
length, it might be pointed out that this argument does not suffice 
to dispose of the maladjustment on the side of production, for we 
must have regard to the cumulative growth of surplus capacity, of 
which the volume was exaggerated by growing rationalisation on a 
purely national scale ; nor should the important changes on demand 
side be lost sight of in studying the maladjustment As long as 
consumers’ demand naturally grew in proportion to the increasing 
production or could be kept up to the mark by methods like instal- 
ment selling, prices could not fall ; but once the demand flagged, all 
articles of production were involved in the general fall of prices It 
might also be pointed out that the development of the theory of 
long-wave movement points to “ differential rates of increase of 
technical progress” as the main cause of depression We shall 
therefore be justified in giving their due weight to both factors — the 
growth of production and the monetary influences — in our account. 
In a word the productive situation was too dynamic to allow any time 
for adjustment either between the rapidly growing volume of produc- 
tion and demand, or to the equally necessary adjustment and 
co-ordination between different branches of production. There is 
much in the view propounded by M Schuller the great Austrian 
Economist “ Any artificial manipulation of currency values may 
create or aggravate an economic depression , but all these difficulties 
were in existence before the question of distribution of gold ever 
arose ” 

There can be no doubt of the high value of the contribution 
of Sir H Strakosch on the subject and of his attempts to show a 
sort of correlation between the distribution of gold and the phases 
of the Depression Nor can any student of economics fail to be 
instructed by the attempts of Mr Hawtrey to represent the trade 
cycle as a purely monetary phenomenon in his very interesting 
work on “ Trade Depression and the Way Out " Nevertheless there 
are serious gaps in a line of reasoning which ignores the disequili- 
brium on the sides of production and demand, or the steady increase 

1 Of Selected DoomnentB submitted to the Gold Delegation, p 22, “Amencan 
Economic Reviow," Supplement, 1931, p. 177, 
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of stocks or the piling up of industrial and agricultural equipment. 
Nor can deflation account for the Depression adequately especially 
in view of the fact of the considerable credit expansion in various 
countries within the last three or four years ^ 

Maladjustments op Production and Demand 
Thus it seems desirable to begin our study of the causal 
factors by first mentioning maladjustments on the production side 
Here the conditions have been so rapid, and so great have been the 
revolutions of production both on the agiicultural and manufactur- 
ing sides, that by themselves they might have endangered the 
economic equilibrium Those who are tempted to over-emphasise 
the monetary factors, profess scepticism regarding the undue 
growth of production in the case of a gieat number of commodities 
But one is on firmer ground when one regards the constant 
improvement of technique and increase of area cropped on the 
agricultural side and the steady growth of mass production and 
better methods on the manufacturing side We have been having, 
in fact, a series of industrial and agricultural revolutions all com- 
prised in course of a single generation, and in the race between 
population and production the latter has been winning decidedly, 
thanks to the continuous progress of science, invention and methods 
of transportation In the case of some countries, as Prof Seligman 
put it recently “ instead of population pressing upon food snpply, 
food supply IS pressing upon population ” The growth of the pet 
capita wealth in the world is an undoubted fact and it is this which 
gives rise to the painful contrast so often diawn between increas- 
ing wealth and unprecedented depression , but obviously such per 
capita growth of wealth implies rapidly growing production It 
might be remembered that a much smaller measure of industrial 
progress made its contribution to the great depression of the 
eighties of the last century Finally, it is this oescendo growth 
of production and even more of productive capacity that inspires 
visions of future like that of Mr Keynes contained in his recently 

I-For the Second MemoTandnm by Sir H Strakosoh on the Crisis, and for 
some comments on it, see “Economist,” 9th January, 1931 

2 



10 


THE WORLD ECONOMIO DEPRESSION 


publiahed collection of essays in which he foretells an unprecedented 
rise of the standaid of living in the fairly near future He calls 
the present unemployment “ technological unemployment ” and adds 
that “ in quite a few years — in our own life time I mean — we may 
be able to perform all the operations of agriculture, mining and 
manufacture with a quarter of the human effort to which we have 
been accustomed ’’ 

On the manufacturing side, it will suffice to indicate the 
general growth of mass production and of the “ heavy pressure on a 
large industry to maintain continuous operation,” as well as the 
resulting surplus capacity in industry generally This surplus 
capacity is being increased by the cumulative action of quite a 
number of factors. When we talk of the influence of large-scale 
production we are summing up a great number of tendencies — the 
influence of overhead costs, of every increase in demand whether 
temporary or permanent, the influence of new systems of sales- 
manship, the ambition of business magnates are among a few of 
them The surplus capacity explains the keen struggles for raw 
material, and the dumping policies and movements in the direction of 
monopoly Some very useful figures of the rapid march of produc- 
tion have been furnished by Prof Ohlin in his Report on Depres- 
sion Among other easily accessible sources might be mentioned 
Prof Patterson’s “World Economic Dilemma,” Prof Loveday’s 
“Britain and World Trade, Hamlins’ “Menace of Over-produc- 
tion ” and the valuable memoranda of the League of Nation on 
Production and Trade ‘ But quite apart from these statistics 
we can appeal to the facts of a marvellous age full of economic 
revolutions We have to deal with and compare not only the 
percentage increases of production and gold but also to take into 
account the great changes in technique coming one on the top of the 
other, to give their due to the conditions and psychology of demand 
on which this vast growth of supply impinged, and further to consider 
the radical changes in the methods and powers of salesmanship 

Patterson, “World Economic Dilemma," pp 71 — 72, Loveday, “Britain 
and the World Trade," pp 63—54, Ohlin, “ Courses and Phases of the World 
Economic Depression,” pp 64—67 
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The valuable Report of theiEconomic Committee of the League 
of Nations on the present Agricultural crisis has now become the 
locus classtcus on the subject , and in its pages we can trace the 
efiect of technical improvements, of new scientific methods and of the 
bringing into cultivation of new lands upon the volume of agricultural 
production Indeed in some directions the results of progress have 
been most embarrassing Thus we read that “ from certain stocks a 
really excessive harvest has been obtained which has become a 
danger for the wme-growing industry ” But let us turn to the 
fundamental pioblem of the over-production of cereals Taking 
Argentina as a representative country of overseas production, we find 
that the area under wheat has increased during the last three decades 
by about 166 per cent No wonder the delegate of the Argentina 
Goverment commented as follows on these figures “ There can be 
no doubt that the seriousness of the depression is principally due to 
the over-production of cereals, which are most suitably grown in 
overseas countries where large fertile tracts of land can be exten- 
sively tilled by mechanical methods, and where it is difficult to 
rationalise production by substituting other crops for cereals The 
same authority adds that “ an ideal solution of the problem would 
be to avoid this over-production , but as regards countries with 
extensive agriculture, the difficulties in this respect may be regarded 
as insurmountable ” When we consider such figures and the growth 
of exports from the United States and Australia, we can have an idea 
of the causal factors of the Agricultural depression and of the relative 
decline of agricultural prices In fact, in the United States the 
farm depression has already persisted for over a decade It is in 
the light of such factors that we can understand the competition to 
which the European farmer is exposed — competition which he has 
tned to meet partly by mechanizing his own agriculture, in part 
also by altering his line of production and finally by invoking the 
help of protection and of preference 

Belonging, as we Indians do, to a predominantly agricultural 
country, we are interested in another line of discussion which has 

‘ Report on the Agricultural Crisis Economic Committee of the League of 
Nations, pp 79, 88 and 298. 
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been f'omg on — that the af^ricultnral depression is independent of 
the industrial crisis and can be regarded as an outside factor The 
discussion was started by some remarks of the distinguished Prof 
Schumpeter before the American Economic Association His view 
is that there would have been in any case an agricultural depression 
even had there been no industrial depression ‘ To that contention 
it has been replied that both depressions were due mainly to the 
same factor mz, the great changes in technique of production, and 
that it IS part and parcel of the same downward secular trend of 
prices In this particular controversy, the decisive matter is the 
vast growth of acreage, production and improvement of technique 
in agriculture — especially in case of cereals where the demand is 
comparatively inelastic and inexpansible And to say that there 
would have been an agricultural crisis in any case is not to deny 
the inter-relation of the agricultural and the manufacturing depres- 
sion 

There is no reason to suppose that in this matter we are 
breaking entiiely new ground, for most economists have empha- 
sised the importance of agricultural outturn and conditions upon 
industrial fluctuations® Some of the causal factors were different 
in the case of the agricultural and the industrial depressions , 
but the fundamental factor of growth of improvements and increase 
of scale of production was common, and so was the cyclical 
tendency 

The fact is that from the point of view of the advocate of 
Co-operation theie is no occasion for a controversy between those 
who emphasise the currency aspect of the Depression and those who 
would point out the maladjustment of production to consumption. 
Are not these two aspects merely two different phases of the same 
general situation ^ The bed-rock fact is that there has been a great 
maladjustment in both dnections and, in both cases, through want of 
the requisite co-operation Suiely on the side of gold and currency 
the action of America and France in drawing in so much gold and 


I “ American Economic Review,” March ISBI, p 220. 
• Pigou, “ Industrial Elnctuations,” p 200 



A tliEA FOR CO-OPERATION 


13 


stenlising it was the very reverse of Co-operation. Not that morally 
these countries were any more to blame than othei countries which 
also scrambled for gold as far as their powers could go in that 
direction Much closer co-operation should also have been shown in 
the way in which the exchange values of different currencies were 
stabilised On the side of increased production, again, the con- 
stantly growing surplus capacity was added to without a thought 
as to the total effect — a state of things the very opposite of 
a co-operative policy As Hamlin has observed in his “ Menace 
of Over-production,” “back of the business fluctuation of to-day 
IS a potential capacity — a capacity to produce consistently moie 
goods than income can absorb ” ' To the same effect Prof Patterson 
says that “in the piocess of economic expansion and aggression, 
there is no great national or logical limit No gain that is secured 
in the struggle brings final satisfaction, more is always desired 
And just as long as economic organisation is along national lines, 
strain will exist In a word, we are here on the old economic 
theme of Maximum Satisfaction as applied to production on national 
as well as international scale We remember the dictum of 
Marshall that “ much remains to be done in order to 

discover what are the limits of the work that society can with 
advantage do towards turning the economic actions of individuals into 
those channels in which they will add the moat to the sum total of 
happiness” We cannot trust always to the “free play of self- 
interest to secure the largest possible welfare , " but the trust is 
never more betrayed by producers than in a highly dynamic age of 
production like the present with combinations, tariffs and state 
policies all alike tending to push production forward at any cost 
Nevertheless those who would blame the currency side of the 
Depression, are not without excuse — for in the absence of that full 
International co-operation of banks and currency authorities, that is 
yet to come, it takes a much shorter time to disarrange or even ruin 
altogethei that most important instrument of exchange — Currency 


‘ Hamlin, op cit , p 163 
8 Patterson, op eit , pp 366—367 
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Changes on the Demand Side 

For understanding fully the effects of maladjustment in pro- 
duction we have to study not only figures of production but also the 
recent vicissitudes of consumption We have seen the rigidity of 
production on the manufacturing side due to the requirements of 
mass production mainly, and on the agricultural side, caused by 
the well-recognised inelasticity of supply in this economic sphere , 
and we have now to envisage a factor which greatly aggravates the 
trouble arising from this situation — the instability of demand On this 
side of our study valuable work has been done by Mr Loveday the 
distinguished economist of Geneva and that work has been notably 
supplemented by Prof Ohlin.^ Take one more eminent witness Mr 
L. C Gray (Principal Economist in Charge, USA Department of 
Agriculture), he adds the weight of his observations to the effect 
that “such an overwhelming shrinkage in demand, of course, 
modifies matenally the equation of demand and supply with the 
result that even though the volume of agricultural production had 
not increased stocks would have inevitably piled up Here W9 are 
obviously at the beginning of a dynamic and realistic study of 
movements of demand which is quite different from the dogmatic 
slogan of “ under-consumption ” which is even now finding expres- 
sion in so many directions 

The causes influencing demand which are relevant to our 
study, might bo divided into two classes In the first class might 
be placed those factors which have gone to produce instability of 
demand One of the most important amongst them is the great 
change — or successive changes — in the distribution of income caused 
during the War and post-War period by such factors as inflation and 
deflation, rise of wages and growth of a new plutocracy Another 
factor IS the growth of per capita wealth in several countries and 
even the changes caused by the War in the age distribution Now 
the results of these changes on consumption generally are pretty. 


1 Loveday op cit , pp XIV & 86-92 , Ohlin, op cif , pp 1926 
* Proceedings of the American Academy of Political Science, June, 1931, p. 64 
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obvious and clear. The rapid changes of wealth go to dislocate 
the ordinary standards of consumption and thus help to make 
demand unstable Much the same effect is produced by the sudden 
accretion of wealth in the hands of classes which stood at or below 
the line of subsistence level It is obvious that they have yet to 
form a standard of consumption suitable to their new resources , in 
a word, they have yet to be educated into the proper use of their 
new resources But besides that circumstance, there are always a 
variety of choices open to the consumer as to how he can spend 
that portion of his income which is above the needs of mere subsis- 
tence Here are all factors which make for shiftings of demand 
The result is as Mr Loveday has emphasised “ that the problem of 
anticipating demand will become more and more difficult, and year 
by year the functions of sale and advertisement will become more 
important” Perhaps it might be added that these functions oi 
sale and advertisement have, in the past, not been discharged in 
anything like the ideal manner and that the abuse of the systems of 
advertisment and instalment selling is in part responsible for the 
depression * There is such a thing as anticipating, fatiguing and 
exhausting demand That and the exactions of middlemen have been 
factors in the occurrence of what is called the consumers’ strike 

We have however to take account of another set of causes 
which go directly to reduce and lower consumption There is, 
for instance, the influence of the income deflation and of the 
lag between retail and wholesale price Then again the con- 
stantly increasing burden of tariffs is oppressing the consumer 
and lowering his powers of purchase Still another influence acting 
in the same direction is the reduction of foreign investments by 
creditor-countries which has reduced purchasing power in the 
debtor-countries The vast burdens of reparations and taxation 
are also prime factors on this side, and lastly the depression of 
silver has made an undoubted contribution on the same side. 
It IS this complex of factors that we have to bear in mind when 
talking of “ underconsumption ” as a cause of the present crisis. 
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There is good ground for believing that had the world 
developed ere this a sound system of Consumers’ Co-operation it 
would have suffered much less from these troubles on the 
demand side With the middlemen’s power and numbers curtailed 
by such co-operation the lag between retail and wholesale prices 
would certainly have been smaller Moreover the conscious 
association of a large number of consumers would, to some extent, 
tend to stabilise demand, especially as the aim of co-operation is 
the uplifting of the mass of the people and raising their standard 
of living In fact the development of Consumers’ Co-operation 
is equivalent to educating the consumer and showing him how 
beat to spend his money to his own and to general advantage 

We have seen the necessity of taking a long-period point 
of view in our study of influences on the side of production and 
demand which have a bearing on the problem of depression 
The same is true, though to a smaller extent, when we come to 
envisage the monetary influences Taking one aspect of what 
might be termed the “monetary complex” from which the world 
IS suffering we find some hindrances to the smooth working of 
the gold standard going back very far into the past Thus as 
regards a great many countries the complaint was justified that 
they were too anxious to increase their holdings of gold and 
too reluctant to part with it Thus, in the pre-War writings of 
Hartley Withers and other experts, the complaint used to be 
made that in case of some countries foreign exchanges very 
seldom go down to the gold point, because gold begins to go 
before they can get there” 

The Maldistribution of Gold 

But during the post-War period, the hindrances to the proper 
functioning of the gold standard have been multiplied and made 
far more formidable For one thing, the reluctance to let 
surplus gold go out has at last found the unerring weapon of 
sterilisation of gold The American policy of sterilising gold and 
of preventing it from having its full influence on pnces has had 
important effects in the way of upsetting the proper working 
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of the gold standard With such powerful forces as payment 
of reparations and high tariff barriers at hand to draw in gold 
and with the supplementary policy of sterilisation assuring a 
secure retention of that precious metal, the maldistribution of 
gold was not only unavoidable but was bound to increase by leaps 
and bounds ^ One cannot conceive of a more deadly stranglehold 
on the gold standard For, while the payment of the reparations 
necessitates an export surplus on the part of the debtor-country, 
the rising tariffs render the existence of such surpluses of exports 
impossible in the shape ot commodities Grold atone can therefore 
go to pay the reparations, and it is at once caught and retained in 
the trap called sterilisation As Dr Sprague has pointed out 
another and allied hindrance to the working of the gold standard 
13 the fact that “ America is a most unsatisfactory creditor-country 
from the point of view of the rest of the world ” Nor does it stand 
alone in this respect While the acceptance by America of the 
policy of sterilisation of gold was an important factor in the 
maldistribution of gold, there were influences acting in Prance 
leading to the accentuation ot that movement This is due as Dr 
Jack has pointed out to “ impoitant obsolete characteristics” of the 
banking system of France Since the Bank of France is still in a 
sense a rival to the Commercial banks, the latter do not generally 
resort to rediscounting of bills when they want to increase their 
resources “ Therefore, when the ordinary banks find that they 
require additional curiency, the simplest course for them to adopt is 
to draw upon then balances abioad and repatiiate gold which they 
deliver to the Bank of France in exchange for new notes to be 
issued ” This is one of the important causes of “ the exceptional 
drain of gold to France 

A very interesting account, of the factors of maldistribution of 
gold has been given by Prof John H Williams of Harvard from 
the American point of view and, coming from such an authority, it 
deserves respectful consideration His contentions are that “ down 

1 Patterson, op cd 110 , “ Selected Documents submitted to the Gold Dele- 
gation,” pp 53—56 

»Dr D T Jack, “ The Crisis Of 1931," pp 42-43 
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to 1926 the United States was the only leading country on the gold 
standard. Gold came to us because there was nowhere else it 
could go We were able to underbid any other nation in the 
English gold market because sterling was more depreciated here 
than elsewhere We accumulated our gold almost entirely in the 
period pnor to 1926 Since that time, though the movements 
inward and outward have been pretty violent, the total stock is 
substantially unchanged.” Another reason for the flow of gold to 
Amenca is then noted by the Professor “ Our balance of payments 
has been favourable to gold inflow whenever capital has not been 
exported in large amounts. ” He grants that perhaps an additional 
factor in the situation might have been “ the management of the 
standard, the practice of offsetting gold flows by central bank 
operations in the open market ” The loss of gold by England is 
attributed to the fact that she had resumed the gold standard at 
too high a figure and to her comparatively high export prices The 
gain of gold by Fiance is explained as due to the favourable 
balance of trade as well as to the fact that the export of capital 
was prohibited by law from France up to 1929 Other co-operating 
causes in the situation aie stated to the effect that the “French 
have not been interested in the exportation of capital in any way," 
and to the withdrawing of large balances from London and other 
centres ' 

On these views it might be permitted to offei a few observa- 
tions While attention has been drawn to the economic strength 
of the two countries — America and France — no mention is made of 
prime factors like tariff barriers and reparations Again, attention 
has been justly drawn to the want of a suitable policy of capital 
exports from France Lastly, Prof Williams agrees with Dr 
Sprague and Prof Ohlin that the foreign investment policy of 
America is “ one of the causes of this depression ” This last 
statement is satisfactory so far as it goes , but what is most dis- 
concerting in the range of discussions on this subject is that hardly 
any suggestions have been made for remedying the maldistribution 
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or indeed foi preventing its increase A defence which does not 
take proper account of factors like reparations, tariffs, and the 
sterilising policy as to gold, cannot very well convince 

Before we leave this aspect, we might emphasise that the 
maldistribution of gold has been complete in every sense of the 
word While the resultant shortage of gold has helped to drive 
prices low in most countries, even Prance and America — which have 
received between them the lion s shaie of the world’s gold — have not 
escaped the fall Even though in the case of Prance there has been 
an increase of note issue, this additional supply of notes has gone 
partly into the reserves of banks and partly into hoards So true it 
IS that the maldistribution is no blessing either to them who lose or to 
those who gain the gold unduly 

Shortage of Gold 

Needless to say that this maldistribution of gold is a far more 
foimidable factor in the Depiession than the shoitage of gold 
That shortage is quantitatively not very great, at least if the world 
IS content not to raise its puce level by a diastic upward movement. 
There are obvious methods of economising gold which are being 
practised and others that have been suggested Nevertheless it would 
not be quite in accordance with facts to deny all influence to the 
shortage of gold , for statistical experts are of opinion that our posi- 
tion as regards gold is such as would have necessitated in any case 
a fall of prices below the pre-War level with the restoration of the 
gold standard But in any case, of the two aspects of the 
gold problem, it is the maldistribution which is far more im- 
portant both in its relative gravity and difficulty of solu- 
tion Those who want to learn the comparatively minor im- 
portance of the shortage of gold as a factor of the present 
depression, or to be instructed that the monetary factor does not 
occupy that position of predominant importance that has sometimes 
been ascribed to it, might be referred to the recent work on “The 
International Gold Problem ” which is a symposium on the subject 
at which distinguished members of the Royal Institute of Inter- 
national Affairs have assisted. 
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International Movements op Capital 
There is a close connection between the problems of the 
maldistribution of gold and that of the leluctance of creditor- 
countries to lend steadily and wisely to debtor-countries , or rather 
the two phenomena are only two aspects of the same economic fact 
It 18 obvious that the economic situation must lose its equilibrium 
were the maldistribution not balanced by adequate lending Instead 
of that wise policy being followed |out, we find that by the year 1928 
there was a great slackening in the loans by creditor-countries, and 
the movement has continued up to date in spite of certain spurts of 
lending — the long-term capital movements declining particularly of 
late Indeed, one great country in particular which is at present 
pre-eminently strong in the creditor position, has become virtually 
an importer of capital No doubt the ci editor-countries did not 
lack reasons foi acting as the\ have done Thus a caieful and 
ingenious apologj' was made out by Dr Heniy A E Chandler 
last year He advanced two reasons why America could not lend 
more than it had done In the first place, America had no favour- 
able balance on commercial account apart from the amounts due to it 
on allied debt and othei foieign investment account,” and its loans 
were fully proportioned to the difference between these two 
factors The other source, out of which America could have lent, 
was the money which foreigners had invested in the American 
market; but “it is not a fan question to ask whether we are under 
an obligation to continue to re-invest then money under conditions 
which, and in countries where they are unwilling to invest it them- 
selves?” So also at the Assembly of the League in 1931, the 
point was made that the misuse of short-term credit made bj debtor- 
countries justified the denial of furthei credits to them 

The defence would appear to be complete and convincing from 
the debating point of view, but not from the broad point of view of 
International Economics or of general co-operation From the latter 
aspect, we see the want of a bold poliC 3 ' of foreign loans such as the 
status of great creditor-countries requires in general interest A 
brilliant precedent to be followed out was the policy followed by 
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Q-overnor Strong which was the cause of such prosperity to America 
as well as to the world at large The principles laid down bj him 
are those of international monetary eo-opetatwn in the best sense 
Thus, speaking before the Eoyal Indian Currency Commission, he 
asserted that the gold which had come into the United States, was 
so mobilised and kept under control that it may be drawn upon b> 
the rest of the world to fortify their own monetary position This 
was the very ideal of International co-operation in the working oi 
gold standard But Governoi Strong went further and made state- 
ments which are worth quoting against some of the practices followed 
in his own country later Referring to any tendency to scramble 
for or hoard gold, he urged that “ the resulting situation might render 
the functioning of the gold standard in other countiies extremely un- 
satisfactory ” Indeed, he went on to develop a doctrine of “trustee- 
ship” of the United States foi the additional gold which it held 
The “trusteeship” was expressly defined so “ that this gold is to 
be letained by the United States until it can be used for the purpose 
of restoration and development of a post-War world ” The country 
which Governor Strong so ably and worthily represented, might now 
be reminded of his wise dicta and be called upon to fulfil the duties 
of that trusteeship There can be no question that had a longer 
lease of life been vouchsafed to Governor Strong he would have 
developed the policy of monetary co-operation in a masterly fashion , 
and in an important sense, the death of Governor Strong might be 
considered as one of the contributory causes of the present depression 
Praise is also duo to his then colleague Dr Sprague who was not at 
all behind him in advocating such international co-operation He 
too subsciibes to the view that if a countiy withdraws gold from 
the general market and clings to it, “it makes foi a lack of co-oper- 
ation with the rest of the world which would render the functioning 
of the gold standard very unsatisfactory " We might safely rely on 
these dicta of Governor Strong and Dr Sprague to serve as guides 
to the true policy of monetary co-operation and as repl}' to the 


^ Royal Commission on Indian Currency and Finance, Q 15, 317 , 16, 229 & 16, 
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apologists of the more recent policy of their country as regards 
gold 

Banking Policy, Price-levels and Disequilibrium on the 
Capital Market 

We now come to consider the question of banking policy and 
ot the control of investment and of prices by Central Banks On 
this subject one hardly needs to point to the great contributions 
made by Mr Kejnes,* Prof Ohlin and Prof James W Angell 
amongst others The views expounded by the two first-named 
economists, do not differ very materially and might bear 
to be summarised and repeated It has been urged that 
the banks have restricted credit and have kept interest rates higher 
than they need have been And here we observe the existence 
ot a vicious circle , for while this action of the banks was 
due partly to the shortage and maldistribution of gold, this 
latter state of things was in its tuin caused by changes in 
balance ot payments due and ultimately to conti action ot capital 
movements The icsult has been as Mr Keynes has pointed 
out that the operations ot pioduceis (“genuine boriowers”) went 
on being cui tailed and ptices tended to fall At the same time, 
the appearance of distiess boirowers — among whom might be 
classed not only governments which had to meet their obligations 
but businessmen who were in the same position — contributed to 
keep up the rate of interest In this way the process was set 
up of curtailment of production, fall of prices and “spilling” of 
investments in the financing of losses Pi of Ohlin is perhaps 
somewhat less ciitical ot the policy followed by the banks He 
speaks indeed ot “the failure of the banking system to stimulate 
investment through a more liberal credit poliC3'” While allowing 
for the fact that “business lecession always brings some 
disturbances of the balance” (on the capital maiket) and for the 
“seventy of the underlying fluctuations” on this occasion, he 


‘Keynes, “Treatise on Money,” Vol II, pp 377— 380, Ohlin, ep cif 
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yet concludes that “ it is conceivable that a greater flexibility 
in the monetary system could have kept the disequilibrium on 
the capital within capital market within narrow proportions and 
thus mitigated the decline of the price level ” * 

The opinions of banking experts on such a topic are entitled 
to careful study and we might consider with advantage the 
balanced views of Mr Mckenna in particular- He shows that 
at any rate two of the factors in the price situation are within 
the control of banks, mz ^ the quantity of money and the rates 
charged for loans But the banks cannot control two other 
factors which are equally important — the rate at which money 
circulates and the use to which it is put He shows that though 
between the years 1928 and 1930 the volume of money in America 
has been approximately stable yet this maintenance of money 
supply even when “supplemented by a vast release of funds from 
speculative activity has failed to prevent a piecipitous fall of 
prices accompanied by a disastrous trade depression 
The existing supplies of money were immobilised to a great 
extent and the rate of turnover drastically reduced, as a result 
of the psychology of fear which developed from the stock market 
collapse ” So also he shows from the recent expeiience of England 
that “a larger part of the total volume of money has been left idle 
by its owners,” and here too it is proved that banks cannot push 
money into circulation independently of the factor of psychology 
or of the extent of saving What if the additional money provided 
by the banks goes not into trade but into speculation or is merely 
immobilised by the dislocation of the markets ’ It has been also 
added that it is easy to say that it is the task of banks to control 
the price-level, but that it is less easy to overcome the difiiculties 
in the way — to prescribe any standard for the rate at which credit 
should grow and to forecast the trend of prices For as Prof Edie 
(of Chicago) has observed recently, “price forecasting remains 
probably the weakest link in the whole modern technique of econo- 


*■ Ohlin, op ctt pp 226 — 227 
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mic forecasting ” * What then do we conclude from these opposed 
contentions ^ 

What seems to emerge is that it is no use criticising the banka 
for keeping to their former credit policies which were not duly 
related to normal growth of production and which led unconsciously 
but surely to alternative conditions of inflation and deflation 
Nor IS it any use blaming these banks for retaining their former 
monetary objectives and for envisaging the monetary standard 
as really automatic in the light of the past economic history 
What has now to be recognised is that the gold standard — or 
for that matter, any standard of the future — is to be a matter of 
much more systematic management and that the banks are to bear 
a leading part in the scheme of management It is not in any 
sense the fault of the banks that they could not foresee the neces 
sity of rationalizing the whole scheme of world economy and ot 
submitting it to <i system of central planning in which their credit 
policy had a pivotal importance But in future, they must keep 
this point in mind and try to evolve a scheme of credit statesman- 
ship to correspond to the new conditions — a statesmanship of which 
the main plank is a wise co-operation between central banks The 
tasks ot banking co-operation will be dealt with later But atten- 
tion might be drawn here to the views expressed in Prof Edie’s 
recent valuable book on Banks and Prosperity ’’ which discusses 
how the co-operation of banks can be reasonably relied upon to 
prevent crises, to rescue gold standard tiom the jeopardy in which it 
has been placed and to safeguard the world from convulsive 
movements of commerce employment and price levels ” A new 
index of the extension of bank credit is proposed to be constructed 
on the bases of potentialities of pioduction 

Inelasticity of the Price System 

But even maldistribution and shortage of gold are not the only 
aspects of what I have called “ the monetaiy complex ” which is at 

^Cf B die, “The Banks and Prosperity”, pp 146 & 177—178 Also note the 
same writer’s papei on ‘ Patting the new Era to the Test," (1930) and that of R 
Bnrgess, “ Guides to B ank of Issue-policy ” 
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present oppressing the world We have to take note of the great 
stress put on our price system by the vast cataclysm and of the 
abnormal behaviour of that price system during the post-War 
period We have before us for one thing the maladjustment of 
wholesale and retail prices which is aggravating the crisis 
by increasing the reluctance of the consumers to purchase and 
by complicating wage policy ^ Here we have to note a whole 
set of coats which are adjusting themselves but slowly to 
changed conditions the costs of transport, the cost of labour 
and the remuneration of capital employed to bung production 
within reach of the consumer Tn these ways, hence here again, we 
are witnessing a case of maladjustment of costs Another glaring 
maladjustment is between the prices of agricultural and manufactur- 
ing products This also is a case, in part at least, of rigidity of 
costs — those costs consisting of the higher profits, wages and other 
costs of manufacturing industries But this does not explain the 
whole gap. We have to take account also of the comparative 
inelasticity of agricultural supply The weight of tariffs, too, was 
greater on the side of manufactured products But the most impor- 
tant factor in the situation was pointed out by that ardent co-opera- 
tor — Senator Michelis of Italy, President of the International Institute 
of Agriculture at Home — when he observed that while manufactures 
possessed syndicates, agriculture was without them, which was a 
great disadvantage to the latter Consequently the Syndicate must 
be extended to agriculture” Needless to say by syndicates he 
meant in this connection Co-operative institutions Over and above 
these anomalies of relative prices, we have to take account of the 
inflexibility manifested in paits of the price system where monopoly 
of one sort or another has had its say As has been well observed 
by Prof. Schumpeter, “both level and system of prices have lost 
some of the elasticity they used to have.” He obviously refers in 
the mam to the spread of monopolistic tendencies For he went on 
to say all commodities under strict control account for a special 
class of difficulties both when they fail to adopt themselves and 
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when the control breaks down, as happened with some of the noost 
important of them Here is no small item in the debit account 
against monopoly and it justifies the mistrust with which it was 
regarded by the classical and neo-classical economists Heed we 
add that Co-operation is the very antithesis of monopoly ^ 

Eedhoed Plasticity op Wage-Rates 
Many economists show a not unnatural hesitation to emphasise 
the influence of the rigidity of wage-rates on the crisis But if we 
blame the inflexibility of the whole economic system, we might not 
even in the interests of labour itself shun the wages aspect 
Students of the works of Marshall and Pigou are familiar with the 
great importance of plasticity of wage-rates — *e, that real wages 
should alter in response to changes in demand for products of 
labour So far as a wise wage policy is adopted on these lines 
and wages are made less rigid, the fluctuations of depression and of 
unemployment can certainly be reduced There is some reason to 
suppose that it is not only the system of commodity prices that has 
been losing part of its former elasticity. Even one who is very 
sympathetic towards the claims of laboui — and what economist is 
not ? — must take into consideration factors which tend to influence 
wage-rates persistently in the upward direction in the West, the 
political power of labour and the strength of labour organization 
The difficulties thus produced are of course not equally great in all 
countries and they seem to be at their maximum in the case of 
England Thus Mr. Keynes tells us that the resistance to an 
Income deflation are “ overwhelmingly strong in the modern world 
of organised Trade Unions and a proletarian electorate ” He also 
adds that though the failure of the General Strike in 1926 afforded 
an opportunity of timely reduction in wages, political and social 
considerations stood in the way” No one could accuse econo- 
mists like Mr Keynes, Prof Pigou, Sir Josiah Stamp or Mr 
Loveday of being hostile to the true inteiesta of labour Yet, 
according to Prof Pigou, a tangible amount of extra unemploy- 
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ment is certainly dne to the maintenance of real wages above 
the equilibrium level Mr Loveday remarks on “the lack of 
mobility and adaptability” as a characteristic of wages and 
labour in England From America too there are pronouncements 
to the effect that “the widespiead adoption of deliberate high- 
wage policies “have kept up wage-rates artificially during the 
current depression ” But, as we shall see, a general statement of 
this sort though true of a fan number of countries is far from 
being true in the case of all countries , for in a good many coun- 
tries there is room for increase of wages which would carry 
the double advantage of increasing the efficiency of labour and 
of enlarging the demand for products We must beware of the 
tendency of some writers to generalize from the experience of 
their own countries We shall not be very wrong then if we 
concluded that the labour factor of the depression has only 
a local influence, though such influence is exerted in some 
countries which carry the biggest weight and importance in 
economic matters While, therefore, it is undoubtedly 
dangerous to pronounce any dictum on the topic which can apply 
to all countries individually, yet taking the world as a whole, one can 
accept the summing up of the problem by the German savant whom 
we have already quoted (Schumpeter) to the effect that “ the depres- 
sion has not been brought about by the rate of wages, but having 
been brought about by other factors is much intensified by this 
factor ” 

There can be no doubt that the problem of securing the plasti- 
city of wage-rates is being rendered increasingly more difficult and 
complicated owing to the existence of quite a number of new influ- 
ences Thus the important changes on the demand side which we 
have already noticed — and particularly those on the side of the 
plasticity of the demand for various commodities — constitute so 
many factors making for additional difficulties Obviously, the 
more dynamic the situation the greater is the difficulty of securing 
plasticity Another influence has been pointed out as working on 
the same side — viz, “changes in the productivity of industry as a 
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whole.”* We are in fact faced by important new developments 
impeding still farther the plasticity of wage-rates and adding to the 
ngidity of the economic system 

If we undertook a direct reduction of wages as an immediate 
remedy in a period of deep Depression, the result might only be to 
reduce demand for commodities and thus to intensify the depression 
The better course is to register as it weie for all future use the 
need for plasticity of wage-rates which present depression has so 
well taught It is not in the very midst of a great crisis that we 
can expect the normal sequence of effects to follow and hope that 
reduction of wages must needs bring about a redaction of prices 
and its usual corollary— an increase of demand and nse of profits 

When making a study of this topic, a reference might with 
advantage be made of the recent work on “ Unemployment as a 
World-Problem ” by Mr Keynes, Mr Karl Pribram and Mr E J 
Phelan — Mr Phelan has marshalled the arguments against any 
reduction of wages, while Mr Keynes has chosen to deal with 
the more positive aspect of the matter — the inauguration of con- 
struction programmes by Governments Here again, to our mind, 
no generally applicable answer can be given, as is also the case 
as regards the policy of wage manipulation Not many govern- 
ments are in the financial position to undertake such construction 
programmes But in the case of those countries which are in a 
position to undertake such programmes, notably the countries which 
have gold, there can be no doubt that such a policj' will be a 
suitable and fitting complement to that of the reduction of interest 
advocated by the same authority 

The Tariff Situation 

The events of the War and of the post-war epoch had raised 
the piotectiomst system to its highest pitch and had shown us the 
worst evils of selfish economic nationalism The commercial policy 
of the post-war period constituted a record in retrogression The 
old system of European commercial treaties, which had been a fair 
counterpoise to the excesses of protectionism, was ruined. Under 
> Piof T E Gregory, “ The Gold Standard and its Future,’’ pp 46—47 
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the influence of the desire for self-sufficiency in war, the ambition 
to help on new industries started in war time, the fear of depreciated 
exchange and growth of national antagonisms, new and deplorable 
tariff tendencies had made their appearance Almost everywhere 
there was to be seen a long list of prohibitions on imports The 
wide adoption of ‘ tarifs de combat ’ “ coefficients of increase ” and of 
specific tariffs made the economic warfare chronic Moieover as 
prices had been falling, the burden of specific tariffs had been 
growing heavier and heavier automatically Mr Loveday has justly 
observed that “ specific tariffs are typical of the most geneial weak- 
ness of modern economic legislation and organisation , they are rigid 
while values fluctuate and demand hovers” The result was that 
trade has been hampered, balances of trade have been worsened 
further and the downward tendency of prices has been accentuated 
Lest it might be thought that the picture of retrogression 
which has been drawn here is unduly pessimistic, let us see how 
the most recent general study of tariff policies depicts the situa- 
tion “The tariff policy of all other European countries has 
also been marked by a tendency towards higher tariffs New 
or revised tariffs have been generallj’ enacted, and in every case, 
a higher scale of duties has been adopted Greater specialization, 
with resulting complicated schedules, has been also a characteristic 
of all post-war tariff reforms In most cases, the duties are payable 
in gold, so that the protection afforded by them is not affected 
by currency depreciation Especially remarkable is the tendency 
toward gi eater protection in the States newly created from the 
disruption of the Austrian and Eussian Empires They have 
resorted to high protection as the only means for achieving 
economic independence In addition to the generally increased 
protection, a system of import and export restrictions, unknown 
in pre-war times, has been inaugurated in many cases, making the 
movement of goods from one country to another extremely difficult 
That system of Most Favoured Nation policy which had been 
the consolidating link of tariff levels in the pre-war days, had fallen 

1 Of 0 Delle Donne, “ European Tariff Policies since 
pp 266-267 


the World War,” 
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almost into desuetude and was being undermined by the system of 
Customs quotas and in other ways 1 Complaints were made parti- 
cularly of the system when “ quotas were granted on specially 
favourable terms to a country whose ordinary exports were much 
lower than those of other countries concerned ” This was equival- 
ent to establishing a system of formidables customs preferences on 
the top of high tariff walls Other devices and notably preferential 
projects threatened to undo the proper interpretation of the Most 
Favoured Nation Clause 

The World Economic Conference held under the auspices of 
the League of Nations had called for a return to a more liberal 
commercial policy and to an unconditional Most Favoured Nation 
policy in particular But though there was for some time an 
improvement in commercial policy that progress was swept away 
by the rising tide of the Depression We should note here the 
double relation between the tariff situation and the depression. “The 
smooth flow from country to country alike of goods, services and 
securities” was the condition not only of the normal working of the 
gold standard but also of the economic system of the world It 
was the excesses of tariff building that helped to upset the balances of 
trade and consequently to disorder investment and to exaggerate the 
maldistribution of gold In the end, when the flood of depression 
had arisen to its height, the nations felt constrained to abandon all 
thoughts of a liberal policy of trade and to take shelter behind the 
hurriedly thrown-up earth-works of additional restrictions The 
world had, in fact, to pay dearly for their long hesitation and the 
postponement of good resolutions Had the movement towards the 
lowering of tariffs come a few years earlier, or had the world 
followed up at once the suggestions of the Conference of 1927 
the economic history of the present epoch would have been changed 

Instead of any great lowering of tariffs has come, a notable 
but — let us hope temporary — protectionist reaction First came the 
Warsaw Resolution of 1931 in which the mam innovation consisted 
of preferential treatment which the agricultural countries of Western 

On this flubject, the minutes of the Second Committee of the Assembly of 
the League of Nations (1930) form very mstmctive reading 
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Europe proposed to receive from the manufacturing countries that 
would import then agricultural products So far as the resolutions 
imply the co-opeiation of certain countries they are welcome, but 
these proposals went against the policy of the Most Favoured 
Nation Clause and indicated apolicy of discrimination against overseas 
countries The second step in the protectionist reaction consisted 
of proposals put forwaid in the Assembly of the League of Nations 
to go back upon the lecommendations of the World Economic Con- 
ference and to formally impart to the Most Favoured Nation Clause 
a conditional and limited interpretation and meaning Finally, came 
the third and final step of the reaction The intensification of 
protectionism had long been endangering the commercial policy of 
free-trade countries which had to rely on exports. In particular, 
even many leading economists of Great Britain had begun to 
advocate a transition to protection The abnormal capital move- 
ments and the threat to the balance of trade has driven even Great 
Britain — the home of free trade — towards protection True, some- 
thing has been gained by the depreciation of the sterling but that 
support IS temporary and conditional It is to be hoped that the land 
which produced an Adam Smith, a Eicardo and a Marshall, will be 
able to show how to get the best out of Protectionism while avoiding 
its evils 


The problem op Reparations 

The treatment of this topic has been kept advisedly for a late 
stage in this chapter, for as a factor of depression is quite general 
in its effects and exaggeiates the action of every factor leading 
towards depression The present depression is a triumphant 
vindication of the theories of Norman Angell and proves conclusively 
that reparations prove a curse alike to him who pays and to him 
who receives them The French indemnity of 1870 led to the great 
Krach ” and heralded the great industrial depression of eighties and 
nineties. But that mischief was as nothing compared to the havoc 
wrought by our present enormous indemnities The inevitable idea 
of scaling down the reparations or even of granting a moratorium as 
to them gives rise to widespread bitterness and to much economic un- 
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certainty On the other hand, the possibility of paying them is quite 
out of the question Eminent economists have been busy for years 
forming successive theories regarding the possibilities of their pay- 
ment One of the best was that the debtor-countries should develop 
a growing and immense excess of exports which would be adequate 
to these mammoth payments But then the authors of these theories 
were themselves alarmed by the prospect of the future exporting 
power of debtor-countries aftei they had succeeded in developing 
such vast productive strength Tn any case, we need not concern 
ourselves much with these speculations, since such excess of exports 
has not materialised, thus clearing the ground for fresh and fruitless 
theories* Meanwhile the unpaid reparations have worsened the 
economic situation in every possible way They have upset balances 
of trade and thus have powerfully influenced the maldistribution of 
gold The fear of the potential excess of exports from debtor-coun- 
tries — an excess by the way, which never realised — has set tariff 
builders to work with feverish energy at raising the tariff walls The 
vain attempts to pay reparations has depreciated and ruined cur- 
rencies which in its turn introduce the troubles of inflation and 
deflation Moreover, balances of trade have been upset and, in an 
important measure, production has been misguided and deflected 
For instead of being directed to meet a normal and healthy world 
demand, any increased productivity has been made the instrument 
of securing an artificial excess of exports as a means of effecting 
vast payments In this way the reparations must be considered as 
an important factor in the maladjustment of production to demand. 
Nor IS this all They are a most fertile cause of the additional bur- 
dens of taxation and have contributed in this way also to cripple 
commerce and industry , while the need of debtor-countries to secure 
an excess of export at any cost has led to a great intensifying of 
competition Finally, such embittered international competition and 
such crippling of commerce and industry have acted as brakes on 
international lending 


i-The leader should consult on this interesting topic “The Young Plan m 
Operation ” in the “ Proceedings ol the Academy ol Political Science,” January, 
1931, 
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Here we might pause to pay our tribute to the clarity of vision 
of Norman Angell who anticipated hy more than two decades the 
lesson that mankind is only now learning — that war is unprofitable 
economically even to the victor True the economic analysis of 
Norman Angell was not quite comprehensive, his main position 
being that ‘ modern wealth and trade are intangible in the sense 
that they cannot be seized or interfered with to the advantage of a 
military aggressor” Experience has taught mankind the further 
lesson that heavy reparations not only cannot be exacted but go far 
to reduce the wealth and prosperity of the whole world Obviously 
they cannot be exacted — since what Germany has paid she has paid 
out of her borrowings, while the effects of the reparations on the 
world economy has been most disastrous Even if the reparations 
could be paid by means of artificially cheapened exports that would 
upset the course of international exchange It is a far cry from 
Norman Angell to Lloyd George But even the former advocate 
and author of the system of heavy reparations has at last learned 
the whole lesson, denounced his own errors in the matter and has 
appealed to the world to abolish reparations and debts America 
too 18 being taught that lesson not only by the hungry and hysteri- 
cal crowds of the unemployed, but by eminent authorities like 
President Butler 

In a word the reparations form a veritable and gigantic 
octopus which has seized the economic world in its fatal grip It 
IS too much to say that the mere abolition of reparation would 
remedy the crisis But certainly until this incubus passes away, 
there can be no return to healthy or sound economic conditions 
Let us remember what a crash (Kiach) was caused by a very much 
smaller measure of reparations in 1870 when the conditions were 
vastly easier for paying up In the present case, every device was 
employed to swell the total reparations and no device — whether of 
piled up tariffs of the misuse of monetary mechanism — has been 
spared to make the payment impossible Is not this policy the 
exact antithesis of International Go-operation ? And need we wonder 
if these courses “ bring upon us an economic blizzard ”? The most 
enlightened economic opinion even in America deplores the 
6 
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impingement of a vast non-economic factor like Eeparationa on the 
economic sphere and would vote willingly for either a scaling 
down of debts or for a long moratorium 

The Psychological Factor 

No diagnosis of the present depression can be complete with- 
out adverting even bnefly to the psychological conditions intensify- 
ing it As IS well known, what Prof Pigou has called errors of 
optimism and of pessimism both play an important part in industrial 
fluctuations There were important influences in the present case 
which were sure to increase the extent of both kinds of errors 
One important source of error, of course, is that “productivity and 
desire both move in jerks ” On both sides, whether of demand or 
of supply, the jerks which have taken place in the present case, were 
unprecedented , what with the effects of new methods of production, 
of war and post-war changes in demand, of inflation and deflation 
economic forecasting was more than even difficult The great 
booms that we have had a decade ago, were undoubtedly due in con- 
siderable measure to the effect of optimistic errors 

At present, after having had our fill of optimistic errors, we are 
naturally suffering from the opposite influence of pessimism That 
pessimism is engendered by our ignorance regarding the course and 
future phases of the Depression Moreover during past depressions, 
there never was so much material to feed the feeling of pessimism. 
No former depression had so many influences working for it and so 
many aspects of mischief And the very fact that the press is daily 
busy discussing all of them naturally deepens the pessimism , for 
surely no othei depression received or assured such widespread 
comment and discussion It is quite possible that the danger from 
some of the aspects of the Depression might be unduly exaggerated 
in and by this daily discussion There is a grain of truth in the 
saying that we are suffering even more from over-prediction than 
from over-production The tendency or rather determination in 
some quarters to make political capital out o| the distress of some 
nations naturally heightens the forebodings 

In his excellent work on the “World Economic Crisis,” Dr. 
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Paul Einzig has done well to emphasise that the present Depression 
IS mainly psychological in ongin But so far as this holds true 
what remedy or tonic can be so potent as International Co-operation ? 
Obviously the prospect of such co-operation alone can revive the 
flagging energies of mankind and remove that economic diffidence 
which has been gathering force for over a decade 

Efforts at Application of Theory of Trade Cycles 

While controversy has been active as regards the former 
aspects of our problem, tbe conflict of expert opinion remains 
to be noticed as to the place of the present Depression in the 
history of cycles Many experts agree in believing that we are 
suffenng from a long downward movement of prices similar 
to that witnessed in the ‘ eighties.’ To these statisticians, it would 
appear that the length and severity of the present depression cannot 
be adequately explained unless we take into account the “ down 
swing of the long wave ” They also pointed the fact that during 
the past half a century or so “ every second or third depression 
develops into a major depression ” This “long-wave movement” 
IS connected with the maladjustments of the advance of production 
of different kinds of commodities and of gold , and we have already 
seen the divergences of production in different industrial regions 
The hypothesis of the long wave has also been supplemented in 
other ways Thus, Mr Willard L Thorp argues that “ we are 
certainly in the trough of a long wave, far in the downward wave 
of a Juglar cycle, and probably in the trough of a forty-month 
cycle ” Thus, the coincidence of three cycles “ intensified by 
agrarian crisis, protective tariffs, monetary policy, reparations and 
inter-allied debts ” and other factors which we have considered is 
invoked to account for the depression before us On the other 
hand, an authority like Prof Ohlin considers it impossible to isolate 
and to trace the effect of any “ long downward price wave ” on 
account of the complexity and number of post-war factors It is 
just here that much is to be gained from the study of similarities 
and dissimilarities of the present depression and its predeces- 
sors. Such a study has been earned out, though naturally not 
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completed, by Prof Ohhn himself for the League of Nations 
While the present crisis exceeds all former ones as regards 
the decline in prices there are great parallelisms between it 
and the depression of the “ seventies ” and “ eighties ” In both 
cases, there was an antecedent peiiod of great technical progress, 
in both too there was an accompanying agricultural crisis, 
as also a shortage of gold brought on by monetary reforms These 
resemblances will no doubt help to fix the precise character of the 
present depression in the histoiy of cyclical fluctuations , but the 
full force of the resemblances can be appieciated only when the 
present Depression has ended Nor can we neglect the circum- 
stance that the present depression is separated by about fifty years 
from the last great depression- — -that of the ‘ eighties ’ While the 
modal length of ordinary business cjcles is from three to three 
and a halt years, the “ long waves ” are believed to have an 
approximate duration of from forty to sixty years The studies 
of Kondratieff and others establish a presumption that there 
are such “long cycles” of that length Kondratieff attempted 
to show that since the last decades of the eighteenth century 
the world has witnessed “ two-and-a-half such long waves ” 
As the trough of the last such wave was reached in the period 
1890 — 1896, we might possibly be in the trough of the next 
wave since we are about forty years distant from that period (Cf 
W Mitchell, “Business Cycles” pp 226 — 132) The coincidence that 
the world is in the trough of such a long wave besides being in the 
trough of the inter-crisis cycles of Juglar might account in some 
measure for the violence of the present Depression At any rate in 
the face of these fundamental analogies we would do well to 
emphasise the world-cycle aspect of the present cataclysm , for 
besides the above factors usually found in such cycles, we had the 
speculative boom in America and fears of its collapse which are to 
be expected at the approach of such crises 
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In concluding our study of the causative aspects, let us indicate 
the main tendencies to which the present depression can be attributed 
In the first place, there is the unregulated and constant extension not 
only of production but, what is more, of productive capacity To 
use the words of Mi Hamlin “ the cost of maintaining this idle 
capacity has brought into general operation the law of diminishing 
income returns ” It is suggested that the chief and basic regulative 
power — one which can act at both ends so as to adjust production 
and consumption mutually— is Go-operation (both productive and 
distributive) It was necessary to remind a world in wbich science 
IS and has been adding constantly to productive equipment that 
innovations in production require as their complement an increasing 
naeasure and a special agency of adjustment on the part of the 
world economy On the monetary aspect of the Depression, we find 
that in spite of the beginnings of co-operation between currency 
authorities there are still many influences are at work — the 
very reverse of co-operative The mercantilistic poison has not 
even now been ejected from monetary and banking practice , it 
not only persists but makes use of the most advanced forms and 
resources of banking to upset the working of the Gold Standard 
The influence of high tariffs — it need scarcely be said — works against 
world oo-operation by breaking up markets and making a great 
many of them too small to take up the results of mass production 
By raising the prices of protected goods, high tariffs lower consum- 
ing power all round Then came the Reparations of which the mis- 
chievous effects grow in every direction pan passu with the 
increase of economic solidarity Who can estimate the harm done 
by the present system of Reparations when their amounts are utterly 
inordinate, while those nations which have to pay them find every 
possible hindrance placed in their task by the misuse of tariffs as 
well as of the monetary standard ? Under such circumstances, these 
Reparations form the very anti-climax of co-operation between 
nations Labour policy too is in part anti-social te, in so far 
as it places obstacles in the way of plasticity of wages Finally, 
since, as we have seen, we have to deal with the important influence 
of the business cycle, we want such a modification of the present 
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economic system as to eliminate the business cycle Tke query for 
the consideration of the reader is whether Co-operation is likely to be 
the mediuna of so combining the idea of a general planning of the 
world’s economic activity with that of individual initiative as to 
furnish us with the pivot of the proper policy which is to serve as 
the necessary corrective of the business cycle? 



CHAPTER II 

Discussion op Remedial Suggestions 

Before notinf? and appraising; the value of the remedial sugges- 
tions that have been advanced as regards particular aspects of the 
Depression, it is well to indicate the general direction in which 
our efforts to overcome it must converge Needless to say that 
ours is a plea for a close collaboration and co-ordination, for in 
such co-operation lies the only hope of saving our economic fabric. 
To begin with the first steps to success — how except by a pooling 
of resources of debtor and creditor-countries is the great financial 
and credit cataclysm that threatens the world in the immediate 
future to be averted ^ Nor can we solve the problems of restoring 
and improving the gold standard and checking the fall of prices 
without co-operation in the field of banking and credit That vts 
medtcatrtx naturae to which we never look in vain has already given 
us the first steps in this remedial programme of co-ordination and 
co-operation Thus, America has set the pace as a creditor-country 
in affording help by its moratorium offer , and, had that offer 
been accepted in the proper spirit and not ruined by political 
bitterness, it would have formed a most fruitful first step to 
recovery As Mr. Keynes has said, the world was waiting for 
the emergence of some definite and new outside factor Unfor- 
tunately when such a factor did make its appearance, political 
bitterness at once marred the prospect Then again banking 
co-operation has been tried so far only on a limited scale, and even 
there the Bank for International settlements has yet to go a long 
way before it works up to its programme. As regards the tariff 
problem, the League has done its beat for secunng a Tariff truce , 
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though unfortunately with far less success than it deserved 
Coming to the basic problem of maladjustment of agricultural 
and manufacturing production, we see a beginning of co-ordination 
in the shape of international cartels and mergers These are however 
the mere beginnings of rationalization on an international scale Then, 
as to agricultural co-operation, we see that it has been progressing in 
some countiies In particular, the Federal Farm Board has been 
trying agricultural co-operation on the larger scale, including plans 
for adjustment of the acreage under wheat and cotton to the 
demand But Go-operation has yet to rise to its full stature It is 
only when Productive and Distributive Co-operation is integrated on 
the national scale that it can exert its full salutary influence upon 
international adjustment of production and demand As we shall see, 
later, very important work is being done in the field and oo-opera- 
tive activities are it is being co-ordinated in a promising manner 
by the International Committee for Inter-co-operative Eelations 

As one more example of the undoubted fact that Co-operation 
IS beginmnH^ to be regarded more and more as the economic policy of 
the future, a reference might be made to a dictum in a paper read 
recently by Mr H A F Lindsay before the Society of Chemical 
Industry “ I suggest that science has outstripped economics — that 
science has been quicker to respond to the new spirit which 
IS now abroad, a spirit which is best described as a change 
over from the ideal of eompehtton to the ideal of co-operation, 
from the ideal of efficiency attained undei pressure of environ- 
ment and other outside forces to the ideal of efficiency to be attain- 
ed by mankind working consciously, constructively, and in co- 
operation towards a common goal. We cannot eliminate com- 
petition altogether, and we probably would not do so if we could 
But I suggest that as a constructive force it is too instinctive, too 
haphazard, and too unreasoning to be allowed to occupy the whole 
field Its future position will be definitely subordinated to a 
new force more constructive, more controlled, and therefore 
itself better qualified to exercise deliberate and conscious control 


“ Journal ol the Sooiety ol Ohemical Industry” February 6, 1982, p 122. 
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During the discussion which followed on that paper, a distinguished 
economist observed that this view “seemed to him to be com- 
munism — although not of the Russian typo ” It might be remark- 
ed with due deference to that economist that there is some confusion 
of thought in this remark While Communism rules out individual 
initiative, and competition expects far too much from it, it is for co- 
operation to effect a synthesis of the competitive and the social 
forces and initiative To use the Hegelian phraseology, while com- 
petition IS the thesis and communism is the anti-thesis. Co-operation 
18 the synthesis 

As has been said before, our order of treatment of the remedial 
aspects of the Depression must differ somewhat from that adopted in 
the treatment of causation for here more regard has to be paid to 
the urgency of the solution of each question, and hence such reme- 
dies as can be applied in the immediate future to the body economic 
to cure it of the acute phases of the ailment have a claim to prece- 
dence over real remedies which take a long time to impiove radically 
the economic constitution Hence the problem of Reparations as the 
most urgent has to be taken in hand first It is the irony of fate 
that this, the most difficult step in international co-operation, has 
to be given the precedence as regaids order of discussion Still it is 
almost supeiduous to urge that the problem of Reparations must take 
the precedence in any remedial programme as regards its claim to 
urgency of solution 

An examination of the history of the Repaiations is the neces- 
sary background to the policy to bo followed in the future with re- 
gard to them There can be no question as regards the fact 
that Germany has made a tremendous and unexampled effort in 
the post-war epoch to set hei financial and industrial house in 
order Rationalization has been earned on in every line and 
yet the fact stands that she has been unable to pay the Repara- 
tions Let an American authority on Economics speak on the 
subject “ The external debt (of Germany) seems to be growing, not 
diminishing Instead of taking from Germany, the rest of the world 
IS lending more and more to Germany To date, the attempt to 
collect from Germany does not seem to have succeeded Prior to 
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1924, the amounts actually paid by the German Government that 
could be credited to reparation account were not large Since 1924, 
the amounts due have been punctually remitted, but only from the 
proceeds of the loans just mentioned Germany cannot in fact pay 
the reparations with the tariffs hindering her exports so successfully. 

These are facts too patent to be neglected The Dawes Plan 
and the Young Plan had to be formed successively in order to scale 
down the liabilities virtually The Dawes Plan had to adopt the 
capacity to pay” theory, to provide for active help to Germany in 
the shape of loans and to give her other relief The Young Plan 
went even further and provided for temporary moratona and 
conditional reparations In spite of her magnificently carried out 
programme of payments, Germany cannot develop an export balance 
to pay her reparations simply because some of her creditors must 
needs go on pressing for payment of reparations while they are 
equally determined not to adjust their own economic conditions 
sufficiently to let Germany develop the necessary exports Taking 
the world as a whole, and even the gieat industrial countries indivi- 
dually, many authorities aie of the opinion that it would pay the 
nations to abolish all lepaiations But even a diastic i eduction of 
amounts and the granting of proper facilities for payment might 
suffice to meet the situation 

On this subject it is impossible to avoid some reference to the 
report of the Basle Committee of Inquiiy While emphasising the 
fact that the payments so fai made by Germany had not been made 
out of her own resources, it i ejected as impossible two suggestions 
that had been made as regaids the manner in which Germany was 
supposed to be able to pay the reparations These consisted of the 
mobilisation and sale of Germany’s foreign assets, and the method 
of a drastic reduction of impoits Having rejected these, the Basle 
Committee could recommend only that the existing volume of 
Germany’s foreign credits should be maintained, and, further, that 
part at all events of the capital which has been withdrawn should 
be replaced from foreign sources” But as no foreign investor 
would lend to Germany with the whole weight of reparations 


Patterson, op ct< , p 166 
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pressing her down, the Committee fuither recommends an assurance 
that “the international payments be made by Germany will not be 
such as to imperil the maintenance of her financial stability” Here 
IS a new call for scaling down of the reparations supported by the 
united weight of an international committee of experts That 
committee, it has to be remembered, decided unanimously that the 
procedure and safeguards laid down by the Young Plan were not 
meant to apply to the present most abnormal set of conditions It 
IS therefore futile to appeal to the unconditional character of 
annuities under that plan or to the maximum time limit of moratoria 
as determined by that scheme 

Obviously, it IS a compromise which must guide the world 
on this subject On the one hand, it would certainly be pre- 
mature to abolish German reparations without waiting for the 
fate of the othei war debts Such a piemature abolition 
of repaiations fiom Get many without a preliminary general 
consideiation and settlement of wai debts, would result in in- 
equality and injustice to other countiies If, on the one hand, the 
appeals of some ci editor-countries to the lettei of Treaties are valid 
merely from a lawyer’s point of view (though not from the point of 
view of the economist) on the other hand, we cannot accept the 
dictum of a representative of the debtor-country that it will not or 
cannot pay any more reparations in future If reparations are wiped 
out at once on one side, the question of wai-debt cannot be postponed 
For one thing, America has to be convinced that it is to her interest 
to wipe out war-debts along with reparations The issues on this 
matter have been well put forward and considered by Prof Cassel 
in the well-known Harris Lectures on “Foreign Investments”^ He 
has shown the irrelevancy of Ameiica’s adopting “ simply a lawyer’s 
point of view ” lu arguing that “ we have nothing to do with the 
German indemnity , we have advanced loans to the European Allies 
in the War and we simply insist upon these loans being repaid ” 
He adds that this legal argument has nothing to do with the great 
economic problems of war-debt payments , for “ economically it 
cannot be doubted that the Allied countries have to pay the United 

*•“ Foreign Investments ” (Harris Lectures for 1928/ pp & 9d 
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States chiefly by means of the indemnity payment they receive from 
Germany.” And since it is by their strongly protectionist policy 
that the would-be recipients of reparations have placed very great 
difficulties in the way of the payment of reparations by Germany, it 
13 for America to choose between maintenance of high-tariff walls 
and receipt of war-debts In a word, Prof Cassel would have 
America adopt with respect to wai obligations a solution “ allowing 
the whole economic life of the world a fiesh start ” 

But some little time is needed for pressing this conviction 
home and to induce America to make a change from her negative atti- 
tude Hence, the value of the suggestion of Mr Keynes which would 
have the Lausanne Conference prolong the moratorium for Germany 
over the current year — the time thus made available to be ultilized 
by its creditors in arriving at a definite and ultimate determination of 
the liabilities of Germany Nevertheless there can be no question of 
any further evading of this final and permanent scaling down For 
a resort to moratona as legaids lepaiations and “ stand still ” agree- 
ments as regards ordmaiy debts on the commeicial side leave the 
world in a growing state of unceitaintj’ * 

These considerations have piompted Sir Arthui Saltei’s recent 
and wise suggestions His proposals have the meiit of elasticity 
and adjustability to changing circumstances Thus, the period of 
the moratorium is to be extended automatically on the basis of 
certain criteria which are laid down beforehand So also the 
burden of Eepaiations is to be made adjustable by the issue of 
shares of the ordinary variety on Geiman railways and industry 
The buiden of debts is also to be reduced generally by the raising of 
the world price-level to that of 1929 - 

Remedyinu the Maldistribution op Gold 

It IS when we consider the urgent and essential need of re- 
medying the maldistribution of gold that we come to i ealise the full 
importance of continuous lending by countries which ai e in a position 


1 The ' New Statsman and Nation,” 16th January, 1932 
» Cl Sir Arthur Salter’s recent book on " Recovery ’’ 
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to do so As the views of an outsider on this subject would be 
suspect, it IS best to let authorities of the creditoi -countries speak 
upon the subject Prof John H Williams (of Harvard) has made 
some valuable observations on the subject which will bear quotation 
‘ The principal alleviation to the present bad distnbution of gold 
must be the flow of capital through the world For some 3’ears prior 
to 1928 we did preserve more or less a Lalance in the world through 
the flow of capital from this country We were exporting about 
$ 1,000,000,000 a year , but first the stock market boom served as a 
magnet for foreign balances and depleted the reserves of the younger 
countries of the world which could ill afford to part with them That 
I think to be one of the causes of this depression Since that time, 
the depression itself has made for a bad international bond maiket 
We ought to lend a sympathetic ear to all responsible suggestions as 
to wajs and means of bringing about a great international flow of 
capital from the countries now holding so much of the world’s gold, 
Fiance and the United States ” It is peihaps true that borrowing 
countries in some cases diew to an undue extent on foieign credit or 
misused it , but the remedy ot excessive use of credit is not an exces- 
sive restiiction of credit There again it is an American authority 
who would guide us aright “ It is well to learn from past experi- 
ence but a mistake to get too much out of it. The world has 
become so interdependent economically that it cannot function with- 
out credit It IS essential that the supply of credit be maintained 

That the lending countries have, besides helping the borrowing 
nations, not done so badly in the past on then own account is 
obvious Here, again, it is best to let a financial authority from the 
great lending country do the talking Thus Mr Robert E 
Kuczynski (Council Member, Institute of Economics, Washington) 
has told us that “ in any case, the terms on which American loans 
were granted to Q-ermany were by no means easy The total cost — 
expenses of issue, interest (and premium) and incidental expenses of 
debt service — will annually average about 9V2 per cent of the net 

Of the paper read on “ International Financial Problems” (1932) by Norman 
T H Davis (Member of the Financial Committee of the League of Nations) 
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proceeds to the borrower ” He adds as a corollary that “ the 
American bankers earned high commissions, the American investors 
received a high rate of interest, American exporters found an outlet 
in Germany.” Further, he reaches the conclusion that “if America 
continues to expoit capital to Germany, she will find there an open 
market for her commodities, the Reparation plan will operate 
successfully, and the American savers will enjoy profitable invest- 
ments ” Nor had he any doubt that German borrowers were able 
to repay the loans , for he adds that “ heavy as the terms of many 
American loans to Germany may be, if measured by the yield to 
the borrower, the total amount so far involved is not of a size 
as to make it doubtful that almost every borrower would be able 
to raise the funds necessary to fulfil his obligations when they 
became due.^” It is obvious that it was only the latter abnormal 
developments that impaired the position of Germay as a debtoi for 
most of the loans went to promote the economic and financial 
rehabilitation of German 3 ’ 

Surely the course of events has not falsified the anticipations 
of the financial authoiities For the position of Germany was not 
shaken until, during the short period of about six months, capital 
amounting to about iC 170,000,000 was withdiawn and the Reichs- 
bank had parted in a still shorter period with nearly £ 60 millions in 
gold The objections to letting her have the benefits of the 
Hoover moratorium led to further withdrawals of balances and 
funds All this came on the top of the sudden contraction of inter- 
national lending and investment which came on in 1929 But while 
recognizing the need of a sound and steady lending policj' both for 
the solution of the reparations problem and for proper ledistribu- 
tion of gold, it has to be admitted that not all the creditor-countries 
however are in a position to lend Take the case of England in 
particular There can be little doubt that if the superfluous gold 
now in Pans and New York was at the disposal of Montagu 
Norman he would make shoit work of the depression But the 
lending power of England is at present very restricted indeed 
Some time back, the Colwyn Committee emphasised this and pointed 
• Hams Lectures, 1928, pp 179, 186, 187 & 190 
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to the reduction in the volume of British savings due to the direct 
effects of War as well to the resultant changes in the distribution of 
national income and the high taxation No wonder that many 
authorities in England are reconsidering and revising their “ traditional 
belief in latssez-fatre ” in the matter of foreign loans in the in- 
terests of the maintenance of the equilibrium of domestic industry ” 
In the matter of the better utilization of gold and expansion of 
credit, we are entitled to look to America for a lead The reason is 
that there alone there is at once a surplus stock of gold and a 
banking organization of an up-to-date character which can pro- 
perly utilize it for the good alike of America and of the world 
There also lingers the tradition of the wise and bold policy of the 
late Governor Strong, and that tradition is well represented by 
experts like Dr Sprague and Prof J H. Williams whose views we 
have already noticed The Gold Delegation has done well to 
emphasise the importance of the lending states maintaining an even 
flow of capital And it might be added that at the Session of the 
League in 1931, it was an Indian delegate who had a similar 
recommendation added in the report of the Second Committee As 
a matter of fact, in the matter of the expansion of credit, the 
initiative seems about to be taken by America and a bill has been 
just passed by the House of Representatives securing powers for 
expanding the currency As regards the formation of the Re- 
construction Finance Corporation and the widening of the borrowing 
powers of the American banks, Mr Hartley Withers has been 
telling us that “ it is all to the good that the American authorities, 
at least, aie not afraid to meet a crisis of glut by the provision on 
bold lines of fresh purchasing power They have shown themselves 
ready to put orthodoxy into the cupboard for the time being and to 
pledge the credit of the Government for the purpose of thawing 
frozen assets and leleasing gold” All depends of course on the 
way in which these powers are utilized and interpreted, and whether 
the public ceases to hoard currency and begins to purchase more 
goods The further step of stimulating and regulating foreign 
investment remains to be taken yet In fact, the present depression 
has much to do with what might be called the interregnum in the 
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regions of international banking and investment The old banker of 
the world (England) has at present been rendered enable through 
circumstances to carry on his old business of international invest- 
ment , while the two new firms of world bankers are as yet some- 
what new to their business They have not yet had time to come 
to grips with their business and to develop a policy of steady and 
continuous lending 

The Proposed Sterling Bloc 

If the problem of the maldistribution of gold is not solved 
in this way, the world is not likely to wait for an indefinite 
time — until the balances of trade of France and America have 
become so adverse in the ordinary course of events that a natural 
redistribution of gold is effected in that way Indeed, the period 
would be very long indeed in which such a consummation could 
be achieved The economic strength of both France and the 
United States is well known — and that both on the agricultural 
and the manufacturing side France which was once an agricultural 
country to a great extent, has vastly increased her industrial 
equipment at the expense of Germany Consequently the re- 
versing of the process of the maldistribution of gold in the oidinary 
course of events would be a very lengthy piooess indeed 

Under these circumstances, the rest of the world might 
co-operate as against the two monopolists in gold and proceed to 
form a sterling bloc as Sir Basil Blackett, Sir A Salter and other 
eminent economists have been suggesting Sii A. Salter has 
recommended preparations for a possible stabilisation on a com- 
modity price index basis, working out the policy for this purpose 
in concert with the other countries which have gone off gold 
He would however keep this policy in reserve as an alternative 
to that of co-operation on the part of America and France for 
restoring the proper working of the gold standard. The practi- 
cability and chances of success of such a policy go on increa- 
sing as the number of countries of which the currencies are 
linked to the sterling directly or indirectly has been growing. 
Virtually the whole empire is already on the sterling standard Sir 
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Basil has remarked with great justice that “if by sacrificing the 
stability of exchange this country can be made master of its own 
economic destiny, not dragged at the wheels of the chariot of the 
Federal Reserve System of the US A or the Bank of France and 
can give real stability to the internal price level, the objective of a 
managed sterling currency system is at least one worth examining” 
Indeed, this is putting it rather mildly For when Mr. Keynes and 
other economists were urging the abandonment of the gold standard, 
the main agruraent employed against them was that most countries 
had a preference for gold and desired its retention as monetary 
standard But the policy followed by the countries having the lion’s 
share of gold has been weaning other countries from their preference 
for gold Very few would now differ from the dictum of Prof 
L Edie (formerly of the University of Chicago) that “ what the out- 
right foes of gold failed to accomplish has been in process of accom- 
plishment by the friends of gold ” In his view the gold standard 
has passed away in recent yeais and its place has been taken by the 
banker standard ” under which excessive variabilities of credit have 
been practised under the misleading title of “ automatic elasticity of 
credit ” There is no doubt a great deal of truth in these complaints, 
and if indeed the shortcomings which the gold standard has been 
developing of late cannot be removed, the alternative of a sterling 
standard deserves every consideration 

There are sovoral advantages which might be gamed by the 
successful adoption of this plan In the first place, by the skilful 
adoption of a suitable puce level not only would the possibility of a 
decline of prices be obviated, but trade competition could be so 
sharpened against the remaining gold standard countries that im- 
ports into them might be increased and balances of trade be render- 
ed less abnormal But, further, once a number of countries learn 
to co-operate c loaely in currency matters, that co-operation might be 
extended in its scope and might include the various aspects of 
common regulation of production, marketing and tariffs The inter- 
national management of the Sterling Standard will also serve as a 
most valuable apprenticeship in the art of currency management in 
general — one of the mam lessons being the regulation of credit and 
7 
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currency according to the rate of increase of normal production 
Incidentally, Great Britain as the head of Sterling hloe would regain 
her prestige as the great financial centre and her former initiative 
in monetary matters It is an encouraging sign that the Sterling 
has been fluctuating in value less than gold But is it not also a 
proof of the mismanagement of the Gold Standard’ 

In his recent work on the “ Gold Standard and its Future,” Prof 
T E. Gregory has pointed out the weaker aspects of the Sterling 
hloc idea regarded as a permanent policy He has shown that 
the monetary interests of the different parts of the Empire are by 
no means identical , and further that the creation of a currency 
union with Scandinavia would not add very much to the Economic 
strength of the sterling hloe On the other hand, it is permissible 
to point out that the movement away from the Gold Standard is 
gathering force, that the countries going off that standard would 
scarcely like the idea of complete isolation as regards monetary 
policy, and that the monetary policy of the United Kingdom is 
such as may well inspire general confidence, so that other countnes 
might do worse than join forces As legards the duration of the 
Sterling hloe, that depends upon quite a number of other factors — 
upon the time within which a redistribution of gold is secured, upon 
the readiness of the countries possessing the lion’s share of gold 
to restore the conditions facilitating a smooth working of the 
Gold Standard, and also upon the adequacy of the monetary stock 
of gold, even when so redistiibuted, to serve as the basis of a price 
level adapted to the needs of the period following the Depression 
Finally, we note that the hesitation to accept a managed standard 
has been steadily undermined with every monetary development in 
the post-war period, and that the climax of this development has 
come with so many countries going off the Gold Standard 

Improvement op the Currency System 
In any event however — whether the problem of the maldistri- 
bution of gold 18 happily solved by means of a wise policy of inter- 
national loans, or not — the world has to undertake the task of 
improving its monetary standard and of evolving a policy of banking 
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co-operation aa a condition precedent For it cannot be emphasised 
too strongly that the present depression might be said to have sur- 
prised the world and taken it unawares during a period of transition 
during which we were slowly pressing towards the ideal monetary 
standard and were attempting to solve the problem of inter- 
national management of currency The problem of this evolution 
has been occupying the world’s energies for some decades- 
Thus the development of the Gold Exchange Standard, in 
which India took such a leading part, constituted but an 
early phase of that work The recommendations of the Genoa 
Conference pointed the way to a further approach to the solution , 
and had these suggestions been carried out wholeheartedly the 
world would have been furnished with an impoitant prophylactic 
against depressions But far too few of the Genoa suggestions 
were whole-heartedly adopted , and the backslidings and hankenng 
after by-gone ideals must bear much of the responsibility for our 
piesent tioubles However, that is the greater reason why we 
should expedite matters and huriy forward towaids the goal pointed 
out to us by such experts as Mr Keynes and Sir Josiah Stamp — “ a 
central international control of gold supplies and credit” 

The Eepoits of and documents supplied to the Gold Delega- 
tion of the League supply us with very useful proposals for improv- 
ing the working of the gold standard These proposals are on 
somewhat conservative lines but therefore all the more likely to 
command an early and general acceptance The scope of its 
Eeport would have been wider and its results would have been 
more valuable, had its terms of reference permitted it to investigate 
the relationship between the present economic depression and the 
distribution of gold But it is obvious that the Delegation has 
given itself a fairly free hand and its treatment of the monetary 
problem has gone much beyond the question of the demand and 
supply of gold Not only has the Delegation suggested purely 
monetary reforms but it has gone on to discuss banking principles 
which would, if adopted, contribute to a more efficient working of the 
Gold Standard The recommendations of the Gold Delegation are 
very matenally supplemented by the instructive memoranda 
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supplied to it by experts Several of these will long retain 
their value as permanent contributions to monetary theory and 
practice ; for while the unanimous reports of any delegation 
or committee must needs be the pale fruits of compromise, 
the memoranda supplied by individuals are in a different position 
The recommendation of the Delegation are therefore best studied 
in the light of these Selected Documents Among the best 
known recommendations is the reduction of the reserve ratios — a 
distinction being made here between the “ minimum gold ” cover 
which IS required to preserve confidence in the notes and the 
“ surplus reserve” of which the function is to meet international obli- 
gations On this point, we might well accept Dr Trip’s dictum that 
“ the rate for reducing the actual gold cover will have to be set by 
mutual agreement, and exclusively with a view to the world’s pro- 
duction and the world’s demand foi gold,” — it being noted that the 
dictum emphasises the need for international co-operation There 
will be general agieements also as to the idea of gold coin not 
being put back into circulation 

The next recommendation of the Delegation will require moie 
elucidation, and, as it stands, is far from giving the as clear and 
unmistakeable guidance to (he central banks as is desnable That 
recommendation is to the effect that only a gold influx or efflux caused 
by “temporary disequihbria ” might be advisedly neutralised by 
central banking policy Doubts have been raised as to how fai this 
recommendation of the Delegation is consistent with another one 
which IS to the effect that gold efflux and influx should in general be 
permitted to produce their effects * The underlying idea seems to 
be that it is no part of the task of individual central banks to follow 
a policy which would interfere with the general distribution of gold 
but that they are not to be deprived of the powers of carrying out 
their policy of pre-war days in the ' matter of gold inflow or outflow 
taking place on the ordinary scale A distinction might surely 
be made between the continuous gold inflow into the United 
States or France on account of war-debts or reparations and 


‘ Economist," 31st January 1930, p 213 



A PLEA FOB OO-OPERATION 


63 


the ordinary movements of gold It has also been remarked 
that the Delegation should have considered whether the gold 
standard itself has been helpful during the Depression One 
who attempts a reply will of course admit that there is room for 
improving the gold standard as envisaged and understood at 
present , at the same time he will also be able to point to a number 
of abnormal factors which have militated against the smooth work- 
ing of the standard in the post war period Other noteworthy 
recommendations of the Delegation are meant to remove a defect 
which has crept into the working and practice of the Gold Exchange 
Standard of late The Delegation has also advised the develop- 
ment of the bill market and the adoption or perfection of the 
technique of open market operations Such operations, it must be 
admitted, constitute a comparatively new instrument of credit policy, 
and this aspect of credit policy has not yet had time to develop 
fully Hence, both the extent of its influence and the piopei scope 
and lines of its use are yet to be ascertained in the light of 
experience Only one more lecommendation of the Delegation 
might be noticed here— the one lelating to the duty of the lending 
states to maintain an “ even flow of capital ” It was obviously 
necessary to emphasise both on the theoretical and piaotical side 
the close relation between free international movements of capital 
and the smooth working of the gold standard 

Our study of the recommendations of the Gold Delegation and 
its documents should prepare us to envisage some of the main tiends 
of the reform of the gold standard in the immediate future The 
first feature to be emphasised is the utmost and most careful 
economy of gold, which is to be effected not only by avoiding the 
use of gold currency but also by adopting a suitable mechanism for 
variation of gold reserve requirements Another measure to be 
adopted advisedly is the inclusion of suitable substitutes for gold as 
part of reserve requirement It is further advisable to widen the 
interval between gold points, so that, as Mr Keynes has pointed 
out, central banks, will be the better able “to protect the credit 
structure of their own country from the repurcussions of purely 
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temporary disturbances abroad”* It is obviously the task of the 
central banks by a wise policy to reduce the movements of gold, 
especially those not warranted hy the condition of the exchanges 
Another impoitant feature will be the effort to regulate long-period 
price changes Students of Prof Pigou’s work on “ Industrial Fluc- 
tuations ’’ will remember his view that for individual countries there 
IS only the option between stabilisation of prices and exchanges , but 
that through international co-operation a synthesis of the two aims is 
feasible — le,, if the central banks co-operate to limit the demand on 
gold and regulate prices, while steps are also taken to regulate the 
output of gold The Genoa resolutions gave the world a lead in 
the matter and urged on the central banks the advisability of giving 
due weight not merely to the question of reserve propoitions but to 
that of price stabilisation 

Above all, in order to work effectuall}', and on sound lines, the 
management of the improved monetary standard must be on interna- 
tional (better still expressed as “ supei national”) lines Co-opeiation 
on the monetary side of planning is as necessary as we shall find it 
later on the side of production To illustrate this it is necessary to 
point to failures of national programmes of and efforts at price 
stablilisation Thus after the boom ot 1920 — 21 some countries weie 
hit hard by attempting deflation without legaid to international 
conditions So also those who worked the “dollar standard ” assisted 
the process of maldistribution of gold by trying to eliminate the 
effects of the large influx of gold in order to stabilize the price level 
Then, again, as a high American authority has put it recently, “ they 
have sanctioned that excessive short-term variability of credit volume 
which it was the very heart and soul of the gold standard to 
prevent” And all this was done in the course of national policies 
followed out, undoubtedly, with the best of motives Further 
we have seen that only the co-operation of central banks and coun- 
tries can secure a synthesis of price and exchange stabilization at 
the same time And as to reduction of gold movements, we know 


» Keynes op eit,”vol II, pp, 326-6 and 896-398, “Select Documents of the 
Gold Delegation,” pp 69—70 
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that this IS possible only if movements of credit are kept in con- 
sonance in different countries 

The advocates and the critics of the gold standard are alike 
agreed as to the advisability of a supernational management 
That IS clearly the advice of Mr Keynes “Provided that the 
world’s currency system is managed with plenary wisdom by a 
supernational body, and provided that as a part of this scheme, gold 
IS everywhere excluded from active circulation, then the ideal 

standard of value, whatever that may be, is compatible with the 
forma of a gold standard of value Here at least there can be no 
doubt that all authorities are agreed as to the necessity of interna- 
tional co-operation Indeed, in a very important and new sense, 
problems of currency have become of an international character 
To those of us who began their economic studies thirty years ago 
this change in the point of view seems wonderful , but then it is 
only symbolical of the movement towards international co-operation 
in the whole range of economic life 

Scope and Objectives of Banking Policy as 
Eeoards the Price Level 

Having tried to envisage the lines along which the monetary 
standard is to be developed in the immediate future, we come to 
the agency of working out the policy » e, to the work of the 
Central Banks, which are the controllers of credit and currency 
in this respect We have, in the first instance, to examine their 
potentialities as well as the limitations to their powers in this 
respect, and in the fiist instance we shall examine the capacities 
of individual Central Banks in the matter of removing economic 
trouble Here we meet with several conflicting opinions As 
has been well noted, the practical bankers too often follow “the 
creed of negative leadership” and fight shy of responsibility 
Pew of them rise to the level of Sir C Addis and argue that 
we must be masters in our own house, the rulers and not the 
slaves of money” Only these can follow the advice of Mr Keynes 
and assume responsibility for following a deliberate credit policy 
^ Keynes, op ctt , Vol II, p 200 
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which would control prices through influencing the rate of 
investment Mr Kejnes admits indeed a number of limitations 
on the power of the Banking system to control price level, and 
his final opinion is that the banks’ power is real mainly in the 
direction of preventing depressions and that it is much less 
tangible when it comes to remedying depressions ^ But some of 
his critics would go further, and express scepticism even as regards 
the central banks’ power to prevent depressions, on the ground 
that the economic and statistical methods of forecasting are yet 
imperfect Moreover, they add that in trying to influence some of 
the prices favourably the banks might adversely affect other 
prices Doubts are also expressed as to the effectiveness of the 
weapon of open market policy in bridging the gap between 
long and short-period rates for money * 

What then can we conclude safely as regards the outcome 
of this controversy P In the first place, it might be observed that, 
as shown by the Economic history of a century and more, 
banking policy has tried to adapt itself avowedly to the 
phases of the trade cycle — a fact which necessarily implies 
confidence in its power to influence both investment and 
prices The potentialities of a stabilising discount policy are a 
matter on which theie is little doubt Moreover the armoury of 
the central banks has been enriched by the other weapon of open 
market operations Nor can it be doubted that the short-term late 
of interest, which the Central banks admittedly can influence, 
has some effect on the long-term rate of interest, and upon the 
bond-rate on investment and thus ultimately on prices 

What one may inquire, are the criteria which the central 
banks should utilise in guiding then credit policy P On this 
subject also the suggestions have been numerous One set of 
authorities have emphasised the stabilisation of prices as the 
guide to banking policy, and the Macmillan Committee has given 
its blessings to the proposal But to this it is objected that 
there is an ambiguity in this prescription and that the criterion 

‘Keynes, op oil, Vol II, p 861 
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IS not definite enough For since we are in a period of rapidly 
declining prices which years’ prices are to be accepted as the 
standard for stabilisation 9 and again, it is asked what is the 
objective standard or “ signals ” to be followed in working out the 
matter — whether a mere production standard, or that of the co-ordina- 
tion, of production and distribution, or, on the other hand, a financial 
standard ? Then there is the proposal of Mr Keynes that the banks 
should have for their aim the equalising the market rate of interest 
to the natural rate and that they should control the price level 
thiough co-ordination of saving and investment To that impor- 
tant suggestion the criticism has been advanced that the lowering 
of money rates does not always induce the business community 
to enlaige investment One cannot always rely on cheap 
money to improve business activity, foi, its psychological effect, it 
IS alleged, is counteracted by the momentum of the trade depres- 
sion More recently Pi of Edie has advanced the idea of taking 
“ the normal rate of growth of production ” as a guide to the 
expansion of credit But it is obvious that if in a period of stark 
depiession like the present, the banks went on expanding credit, 
say, according to the suggested 3-per-cent normal expansion of 
production most of it would simply not be availed of and used 

So far as a practical conclusion can be aimed for immediate 
guidance under the present conditions, it is this that the central 
banks must proceed tentatively in the direction of providing cheaper 
money and of thus financing a trade revival While the banks can 
make a beginning in this direction, the later stages of the policy 
will depend on the gradual response of business demand There is 
no need to adopt the whole policy of “ expansionists ” to start with 
since the banks cannot control either the uses to which additional 
credit can be put by the business world or the psychological factors 
affecting the utilization. The same consideration must govern the 
choice of the price level to which we should aim at reverting 
Provided a beginning is made in raising prices and in lowering 
interest rates and the course is set in that direction, further experience 
will alone give a clear guide to the exact criterion to be adopted 
for future development when we reach more normal -or rather, less 
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abnormal — conditions For the immediate present, the same course 
IS presciibed by criteria like rate of production oi the relations 
between the actual and natural rates of interest 

Potentialities and Lines op Co-operation between 
Central Banks 

It goes without saying that though theie is scope on the above 
lines for the guidance and development of monetaiy policy by 
individual central banks, the success of the policy will be rendered 
far more likely by co-opeiahon on the pmt of centtal hanls Since 
the Wai, such co-operation has been extending and Central 
Banks have been learning to take counsel together In this 
matter, the world is under great obligations to eminent bankers like 
Mr Montagu Norman, M Moreau and above all to the late Q-overnor 
Strong The growing practice of keeping balances with Central 
Banks in free gold markets is at once a sign and a cause of such 
growing co-operation An even more important matter was the 
oo-operation of Central Banks in the task of currency stabilisation 
But the experience of the present depression has suggested much 
closer co-operation between Central Banks, while the establishment of 
the Bank for International Settlements has greatly facilitated the 
task It IS with such co-oidination that the task of variation of legal 
reserve lequirements of banks can bo beat taken in hand so as to 
economise gold Economies in cleaiances between foreign countiies 
too will by themselves be important fot the -same object The 
defects which have crept into the working of gold standard can only 
be removed in these ways On similar co-operative lines can the 
practice of any devices which have been adopted for absorbing 
more than the proportional shaie of gold (and of neutralising the 
effect of such accietions of gold on prices) be discouraged Then 
there is the question of the regulation of gold points and of making 
them moie effective which can only be tackled b^ the co-operation of 
central banks There would also be great advantage in adopting the 
suggestion of Mi Keynes regarding the widening of the margin 
between the buying and selling pi ice of gold foi banks Encourage- 
ment has also to be^given to the practice of cential banks of holding 
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balances with each othei, though the idea ot treating such balances 
as paits of the minimuni cover against demand liabilities deserves to 
be discouraged 

Indeed the range and sphere of banking co-operation is very 
wide indeed, but the gieater and more remote developments of 
the future may be left out of sight in dealing with the problems of 
the day Foi the full scope of the work of the Bank foi International 
Settlements is yet to develop, nor can we ignoie the difficulties 
in the way It has, foi instance, been pointed out that the 
potentialities of the co-opeiation of central banking are limited 
owing to “friction, heteiogeniety, unequal development, difference in 
business organization and unequal sensitiveness to monetary and 
othei factors as between ditfeient countries No doubt all this is 
tiue, and certainly such difficulties have to be faced , but the 
gieat engine of banking co-ordination and co-operation has aheady 
been installed in the shape of the Bank for International Settlements 
and it would be impossible to exaggerate “ the highly important role 
which that bank can play in the sphere of steadying foreign 
exchanges, ameliordting flights of capital, organizing rescue parties 
foi tempoiaiily embarrassed • situations, and in general of fostering 
eo-operation between Central Banks with a view to minimizing the 
international shipments of gold ” Above all it will serve as the 
best guide to central banks in developing and working a planned 
gold standard and in inteipreting the rules according to which such 
a standard must function 

The recent pionouncements of the Piesident of the Bank for 
International Settlements are of a character which encouiage the 
high hopes entertained of that institution The Bank is already 
carrying out the wider functions of legulating and stabilising the 
international movement of funds It is also working at the tasks of 
“ the transfer of capital to markets where it may be so needed either 
to counteract a temporary influx such as that experienced by 
G-ermany a few weeks ago, or to level out discrepancies in discount 
rates It has moved funds in aid of currencies which have shown 
temporary weakness and asssisted some countries in the organiz- 

Prof WUliams in “ Quarterly Journals of Economics ” August, 1931. 



60 


THE WOULD ECONOMIC DEPRESSION 


ation of discount markets It is also contemplating the important 
measures for the formation of a foreign exchange settlement fund 
and an adjustment fund designed to prevent unnecessary movements 
of gold ” ^ 

Proposals fob the Eeinstatement op Silver 

Before closing the study of the remedial programme on the 
monetary side some reference is necessary to the projects that have 
been put forward for restoring silver to its former monetary position, 
and, at any rate for using the world’s silver resources to supplement 
the gold supplies, so as to raise the level of prices Among others 
who have written favourably on the topic might be mentioned Sir 
Robert Horne, Mr .1 F Darling and Sir M de P Webb In bis 
older scheme, Mr Darling contemplated the establishment of an 
Empire Bank and the creation of a new unit of intei-impeiial finan- 
cial adjustment (the “ Rex ” or the “ Empire Pound ”) More recently 
he has modified and simplified the project with the result that it 
amounts now to using silver to supplement gold reserve of the Bank 
of England and to the re-opening of Indian mints to silver Sir 
Montagu Webb has also ably advocated this idea Othei writers 
agree so far as to advocate the general supplementing of gold re- 
serves of banks by silver - 

The practical difficulties in the way of these projects are 
obvious. In the first place, the whole course of development of 
monetary practice has been towards a managed currency , and the 
difficulties of such management, already great enough will be 
multiplied with the added complication of having to reckon 
with the fluctuations in the volume and value of silver No 
one can deny that there is some force behind Sir Arthur 
Salter’s remark— “is it reasonable that the world should consider 
changing the woild currency system, not for the sake of improv- 
ing that system, but in order to influence the price of silver?” 
The problem of the ratio of silvei to gold in value will also tax the 



- Cf Mr Darling’s book on “ Monetary Leadership and Sir M de P Webb’s 
“The World Onsis, and The Only Way Out” 
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capacities of currency authoritiea, especially because while there 
are sure prospects of an increase in the production of silver, the 
prospects are much less favourable in the case of gold Moreover, 
we have to reckon with the almost universal prejudice against the 
use of silver Indeed, as is well known, the fall in the value of 
silver has been due not merely to the lapid increase in its produc- 
tion but in great measure to the large sales of silver coinage by 
quite a numbei of states Finally, in the absence of an inter- 
national agieement on the subject, the reinstatement of silver by 
some countries will do nothing to induce the countiies which are 
hoarding gold at present to release it 

There can, of couise, be no question that Bimetallism could be 
successfully restored if the world co-operated in working for it 
With such International Co-operation, the difficulties even of the 
ratio to be fixed and also of the greater difficulties of management 
of the currency would disappear. But theie are no signs of any 
general desire for such co-operation — even though its results would 
be obviously beneficial The attitude not only of France but of 
many other countries is, to say the least, discouraging, and in the 
absence of a general and whole-hearted effort, any small group of 
countries which attempted to carry out the idea of Bimetallism 
would only serve as a dumping ground foi the white metal One 
can agree with Sir Eobert Horne’s statement that ‘‘ alike in India, 
China and Persia confidence in silver has been undermined, 
and so long as mistrust continues we cannot expect 

these countries either to share fully in or to contribute 
towards, a trade revival” The suggestion that an International 
Conference on silver should be convened with a view to its 
re-introduction into the world’s monetary system has a great 
deal to commend it A less ambitious but more practical idea 
18 that of international action for the much more limited purpose 
of regulation of the sales of silver — an idea which has been 
put forward by Sir George Schuster in India The controversy 
IS not with regard to the desirability of the object but as to 
the possibility of International Co-operation upon the subject 
It IS for the advocates of silver to put forward such a programme 
as will secure such co-operation 
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In any case, the advocates of the reinstatement of silver 
would be well advised to be content with the more modest and 
practicable programme For one thing, the problem of the price of 
silver IS in an important sense a by-pioduct of the problem of the 
Depression and the lifting of that Depression will automatically 
raise the price of '■ilver This is not to deny, either that the fall in 
the price of silver has reduced the purchasing power of ceitain 
nations, or that the raising of the puce of silvei will afford a needed 
stimulus But neither can any one dispute the lesson which 
Economic history has taught the world so lecently, for as soon as 
the depression of the eighties and the nineties cleared ofl, the demand 
for and the price of silver rose automatically with the increase in 
demand for the products of the East So also when the tide turns 
in the present case and our Depression tends to teiminate, the 
demand for the pnmaiy products pioduced by the Eastein countries 
IS bound to increase, and patt passu the demand foi silver will 
grow without loss of time 

Possibilities op Lowering the Tarib'p Barriers 

The World Economic Conference had pointed to and emphasised 
the idea of solidarity of inteinational life and of co-operative 
action in order to solve the tariff problem But this co-operation 
can itself be achieved on various different lines The first idea 
was the fixing of maximum taiift rates and their gradual lowering 
by international agieeraent This proved an impossible task 
undei the ciicumstances Another suggestion — in which also the 
co-operative ideal expresses itself — consisted “in taking, not 
groups of commodities, but groups of countries ” — t e, the method 
of regional agreements to be taken up and extended gradually ^ 
There was also the connected idea of multilateral tieaties which 
could lower tariffs But here, too, the advantages have to be 
balanced against the disadvantages For, while the trouble 
arising out of regard for thud parties are evaded in multilateral 
treaties, there aie to be faced, on the othei hand, greater com- 

1 Minutes of the Second Committee of the Assembly of the League 
(1930), p 30 
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plications of negotiating the treaties ^ But, as it happened, 
while the world leaders were trying to make up their mind and 
were hesitating between ditfeient methods of appioach to the 
problem, the flood of deptession was rising, and, as we see 
so often in some places when a great flood is coming on 
the only care of each person on the spot is to climb up the 
nearest tiee without scrutinising too particularly its strength 
So it happened in the case of the world slump The great ideal of 
general co-operation tor a comprehensive reduction of tariffs was 
abandoned while onlv rhe plan of regional preferences received a 
fair measure of support Even here we are still awaiting decisive 
action As regards such pieferential pi ejects one would venture to 
offei a few biief obseivations If such a policy is earned out 
within the pamewotl, of the League, it would tend to bieak up the 
economic solidarity of that body Consequently the agreements 
should be carried out only through ordinary channels of diplomacy , 
and, further, it is to be hoped that they are regarded as only stepping 
stones to the general policy of a comprehensive lowering of tariffs 
Only under such conditions they can be regarded as useful remedial 
agencies 

What then is the policy to be followed in the immediate future 
as to tariffs It is obvious that every eftoit should be made to 
carry out the policy proposed in the Eepoit of the World ‘Economic 
Conference as regards the lowering of taiiffs thiough bilateral and 
multilateral treaties Those delegates who have striven for the 
unconditional inteipretation of the Moat Favoured Nation clause, 
have been accused of rigidity of views But surely the same 
reproach cannot be levelled against the proposals and interpretations 
of the Economic Committee which has drawn up its scheme 
with a full regard to the demands of prevailing conditions Then, 
again, as to regional agreements these are not without their 
uses — provided always the machinery of the League is not em- 
ployed to organise them For, such regional agreements form 
an important recognition of the inadequacy and unsatisfactory 


1 Lrotkopp, “ Breaking down the Tarifi Walls,” pp 71 — 80, 
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character of the present regime of high protectionism But what 
13 important is that these agreements and customs unions should be 
actually concluded and not merely be talked about Finally, we 
might get some encouragement from the thought that the direct 
efforts for lowering the tariffs can be materially supplemented by 
two other lines of work — the organisation of Consumer’s Co-opera- 
tion, and the formation of International Industrial Agreements 

Need of Organising Consumers 

For, we may be sine that there is a good deal to be learned 
from the failure of the frontal attack upon the tariff position initiated 
by the World Economic Conference While fully appreciating the 
value of the move by that Conference, we cannot help thinking that 
actual results would have been much greater had it been supple- 
mented by efforts to organise consumers in different countries on 
co-operative lines This was emphasised by the Indian Delegation 
to the Assembly of the League last year Provided the consumers, 
in each country, are organised properly, they themselves will bring a 
very strong pressure to bear upon their Q-overnments in order to 
secure a reduction of tariffs Moreover, in this case there will be 
no case or even suspicion of dictation from outside While 
Conferences for redaction of tariffs and multilateral treaties will 
be trying to break down the high walls of tariff from the 
outside, consumers would supplement the work energetically 
from the inside 

Rationalisation, Its Methods and True Character 

We come now to examine the methods of remedying the 
structural maladjustments and lack of flexibility on the side of 
production Most studies of the depression emphasise “ the 
existence of surplus capacity and instability in manufactures ” 
and the lack of balance beeween production and consumption 
The general name of Rationalisation has often been given 
to the various methods of improvement of production, but it is 
preferable to use the term to cover all instrumentalites which 
adjust production to the movements of demand and which keep 
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down costa There is no recojynised definition of Eationalisation and 
moat writers adopt that given in the Eeport of the World Economic 
Conference of 1927 By Eationalisation, the authois of the Eeport 
“ understand the methods of technique and of organisation designed 
to secuie the minimum of waste of either effort or material It 
includes the scientific organisation of labour, standaidisation both of 
material and of products and simplification of processes and improve- 
ments in the system of transport and marketing ” In this formal 
definition — if indeed it is to be taken as one — too much importance is 
given to the aspect of production as such and not enough importance 
has been given either to distribution or to the adjustment of produc- 
tion to demand These aspects of the matter weie not however 
quite Ignored and they are brought out in the lesolutions which 
followed the laying down of the definition as well as in the discussions 
of the Conference Thus, the resolutions refer to matters like “ simpli- 
fying the distribution of goods,” and securing greater stability to the 
community and “to the consumer lower prices and goods more care- 
fully adapted to general requirements” With the addition of these 
features, the description of Eationalisation supplied by the Confer- 
ence might be regarded as fairly complete One of the leading 
ideas is that of the reduction of costa of production, and a 
corollary of this is the closing down of the less efficient plants 

While adopting Eationalisation in order to lower costa and to 
adjust production to consumption, care will have to be taken to avoid 
certain dangers of the movement Thus, there is the tendency to 
adopt too whole-heartedly the iimerican veision of Eationalisation 
without consideiing its suitability to local conditions- — a course of 
action which might lead to the over-development of industrial 
equipment At the Conference itself, Sir Arthui Balfour and M 
Pirelli spoke of the inapplicability to European conditions of all the 
methods adopted in the United States Nor is this all, the Confer- 
ence did not lose sight of the temporary unemployment which might 
be the immediate result of the introduction of Eationalisation Here 
the problem is very parallel to the immediate effects of the introduc- 
tion of new machinery on the volume of employment. The problem 
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18 thus not new and the investigations and discussions should pro- 
ceed on known lines 

It was the merit of the Austrian Delegation to the World 
Conference to point out that, though usually Bationalisation implied 
large-scale production, yet the small producer bv co-operating with 
others in his own position could join effectively the movement 
towards Eationahsation Another Austrian repiesentative spoke 
in a similarly hopeful strain about possibilities of rationalisation 
for the smaller states The Conference benefited by these 
suggestions and inserted in its report the view that the 
efforts at Rationalisation should be extended to medium and 
small undertakings and even to individual workers and handi- 
craftsmen The whole of this extension of the idea of Ration- 
alisation to small-scale production was due to the efforts and initia- 
tive of Austrian delegates to the Conference This useful champion- 
ship of the co-operation of small producers in reaching the goal of 
Rationalisation was very probably due as much to the peculiar con- 
ditions of Austria in the post-war period as to the presence amongst 
its delegates of Dr Schuller, an eminent Austrian economist 

It IS also necessary to extend the idea of Rationalisation of 
industry fiom the national to the international plane For one of 
the main bases of the idea of Rationalisation is the principle of 
comparative cost of production and that idea finds its application as 
well in national as in international affairs As Mr Henry M Robin- 
son (the delegate fiom USA) observed before the World Economic 
Conference, “ Rationalisation was primarily an individual question, 
then technical, then national, and, finally, probably international ” 
On the international scale — when it is reached slowly and labori- 
ously — the localisation of blanches of industries will be materially 
influenced by the free action of geogiaphical division of labour It 
was in this sense that ‘ Rationalisation demanded international 
collaboration 

The recommendations show that the true development of the 
methods and scope of Rationalisation can be reached only after 

' Proceedings of the World Economic Conference of 1927, Vol H, pp 134-135 
and 145—146, consult also Blemor Hantos, “L’Economic Mondiale, ” pp 228 — 230 
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some experience and careful examination It has been recently 
pointed out that in popular imagination Rationalisation is being 
confused with other things like amalgamations and mergers , and as 
Sir Josiah Stamp has told us “ the passion for quotas and for out- 
put restrictions forms in many cases a national menace ” He also 
points out that “ true rationalisation proceeds on lines of compara- 
tive technical efficiency and the greatest potential good for the 
future ” In other words, as we have seen already, something like 
the principle of comparative cost lies at the base of true Rationali- 
sation In any case we have to beware of going on with over- 
organisation in the name of Rationalisation 

International Industrial Agreements or Cartels as a 
Form of Rationalisation 

In some important respects caitels might be regarded as avant 
counets of Rationalisation on the International side The most 
powerful advocacy of such international ententes has come apart 
from Giossmanu’s masterly report on them for the League and from 
French publicists like M Loucheur, M de Rousiers and M Francois- 
Poncet Thus M Loucheur claimed that the methods of inter- 
national agreements has the triple advantage of utilising private 
interests and initiative, and of loading at once to the better organi- 
sation of production and the lowering of tariffs ^ M Francois 
Poncet has urged that “ the remedy for the crisis is to correct the 
operation of the machinery of production and distribution, to impose 
greater discipline in the matter of production and sale 
That is the well-known method of agreements and cartels”^ The 
recent report of 1931 on such Industrial Agreements issued by the 
section of the Economic Relations of the League also argues that 
such Industrial agreements are of advantage to producers through 
effecting a saving m cost price, by establishing an equilibrium bet- 
ween production and consumption and by stabilising sale prices It 
IS also argued that they benefit consumers by keeping prices 

^ See M Loncheurs’ Preface to Dr Gnillain’s Les Problemes Doeamers Inter- 
nationaux 

• OommiBSion of Enquiry for European Union, p 32 
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moderate and stable As to the relation of these industrial agree- 
ments to protectionist duties they are alleged to lead to stabilisation 
of such duties on a moderate level On the other hand, in the Re- 
port of the World Economic Conference of 1927, it has been argued 
that such agreements might possibly have adverse effects in the way 
of affording encouragement to monopolistic tendencies and the 
application of unsound business methods , they might also, it is 
added, check technical progress and lead to an artificial rise of 
prices to the detriment of consumers In the face of such a diver- 
sity of views it IS necessaiy to examine the main contentions 
advanced on either side of the matter 

Considering first the potentialities of reducing the costs of 
production through such agreements, they might be admitted to be 
considerable, in as much as they standardize production, lead to an 
interchange of experience between the combined firms and lower 
trading costs in various ways Such economies are no doubt possi- 
ble, but on two conditions — that production should be concentrated 
in the more efficient factories of the combine, and above all, that the 
inferior factories uhere costs of pioduction are heavy ate closed down — 
This IS a question of fact, and, in some cases at least, the conclusive 
step of closing down the less efficient factories with higher costs 
has not been taken Here is the final test to which the syndicates 
must submit successfully if their claims are to be upheld at the 
tribunal of Economics 

Then again in the process of balancing of production and con- 
sumption no doubt international industrial agreements can play a 
very effective part It has been well said that these combines are 
bound to possess much greater knowledge of the facts of demand 
and supply than isolated producers can possibly have , and that 
they can bettei manipulate the supply and even the demand 
Finally, they can even promote and develop new uses foi commodi- 
ties On the other hand, even Giossmann has to admit that such 
agreements are not possible over the whole field of production, even 
on the manufacturing side — let alone in agriculture 

In the matter of the effects of the formation of such cartels 
upon the interests of the consumer, also, a balanced view is neces- 
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sary A great many economists (including Giossmann himself, the 
author of the repoit mentioned above) emphasise the opinion that 
the consumer would have no chance against such cartels On the 
other hand, it has been urged that so far, in the main, these cartels 
have caused a stabilisation and not a rise of prices , for they have 
been taught by bitter experience that any attempt to laise prices 
never fails to bring fresh competitors into the field Not only have 
they to fear the giowth of such competition but they have also to 
take into consideration the power of oiganised consumers in the 
shape of Co-operative Stores as well as the strength of trades’ 
associations Industrial consumption too is seldom unoigamsed In 
any case there is reason to forecast the development of “ far-sighted 
price policies,” as Prof Mai shall put it 

As to the relation between intei national industrial agreements 
and tariff policy, there is at least a possibility that the existence of 
the former might help in loweiing the tarifts It can certainly be 
argued that much of the present-day dumping and the increase of 
protection which it has necessitated is due to the existence of a 
surplus capacity of production If Indstrial agreements reduce 
this excessive capacity the need for protection must be reduced ^ 
Similarly it can be urged that much piotection is due to the dis- 
equilibrium between supply and demand, and that the advent of an 
equilibrating factor like the International industnal agreements 
would make Protection superfluous This happy result is of course 
conditional upon a wise policy being followed by such agreements — 
a policy which must avoid a monopolistic restriction of production 
in order to keep up prices, and which must avoid equally the other 
danger of keeping alive inefficient establishments 

Our conclusion is that international agreements and syndicates 
possess features which may make them hopeful instiuments of 
Eationalisation, provided that their operative and price policies are 
laid down on right lines, and piovided also they are subjected to 
proper international supei vision There is much in the dictum of 
Prof Wiedenfeid that the future will show whether the present 

^ Guillain, Les Probiernes Douaniers Internrtionaux et la Societe de Nations, 
p 164 , also Dt Wilhelm Grotkopp’s “ Breaking down the TanS Walls,” pp 81—85 
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distress can teach the nations the value of the tie formed by 
the international agreements both as between states and indi- 
vidual persons They are at piesent essentially in an experimental 
stage, and it is needful to lay down guiding lines which would 
prevent them from inflicting any injury upon the consumer or on the 
worker and from aiming at an undue development of monopolistic 
tendencies 

The Inter-Parliamentary Union in the course of its Conference 
in London in 1930, recommended the regulation of such industrial 
agreements , and M Munch (representing Denmark) similarly urged 
the need of the regulation of such cartels before the Commission of 
Enquiry for European Union. This regulation has to be on both 
national and international lines, and is not likely to be an easy task, 
if we judge from the success of laws meant to control trusts and 
combinations Nevertheless the sooner the task of regulation and 
control of industrial agreements is taken in hand the bettei For, 
as we have seen in regarding the different aspects of the problem, 
there are great advantages to be obtained by a proper and control- 
led development of such international agreements, while the dangers 
of an uncontrolled and unguided growth are formidable The 
policy should naturally be to remove gradually the anti-sooial and 
pronounced monopolistic features , for the removal of these features 
18 sure to bring out more and more the co-operative and oo-ordinat- 
ing character of these countries It can only be noted here that 
M Oualid and others have advanced projects of an organisation 
both on national and international lines by which the International 
Industrial agreements and cartels might be prevented from causing 
injury either to consumers or to employees Facts like any 
abnormal rise of prices or lowering of wages would be reported first 
to the national commissions on the subject , while the experience of 
nations on such matters might be pooled in the International Com- 
mission dealing with the matter. Thus theie is a wide field for the 
oo-operation of nations in the utilization and regulation of such 
cartels and agreements 

While we are on the subject of the Eationalisation of industry, 
attention might be drawn to a proposal emanating from an American 
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source of the co-operative control of production and prices Prof 
E C Epstein (of the University of Buffalo), has urged in the course 
of a study of “Industrial Production and Price Conti ol” that one of 
the chief contributing factors of the present depression is “the un- 
bndled creation of plant capacity ” His proposal amounts to this, 
that in particular industries the experiment might be made to 
organize boards “ to iio>l co-opet ativehj m the allocation of extensions 
of plant capacity ” The reason given is that “ unless we control 
plant capacity, competitive recklessness causes disci epancies between 
supply and demand in certain industries to upset the rough equili- 
brium required between the parts of the industrial system if it is to 
function effectively ” The project is referred to here to illustiate 
the growing tendency to rationalize industiy on co-operative 
lines 


Co-operation and the Present Agricultural Crisis 

So far, in the main, we have studied the prospects of Rationali- 
sation and co-operative contiol on the manufacturing side , but we 
have now to advert to to the remedial agency specially suited to the 
agricultural crisis The characteristics of that depiession have been 
well studied in the valuable repoit of the Economic Committee of 
the League on the Agricultural Crisis It is in a sense the funda- 
mental study upon the subject and has made an important contri- 
bution to it On the remedial side, it recommends the conclusion of 
bilateral treaties in order to abolish the system of export bounties 
and subsidies for agricultural products A great deal is hoped 
for by the authors of the report from preferential arrangements 
of a regional character The Committee goes on to say, “one 
may wonder whether it would really be chimerical for the 
two parties concerned — namely, the oversea countries on the 
one hand, and the Eastern European countries on the other, to 
endeavour to arrive at an understanding, permitting the former to 
continue to supply Europe, while at the same time enabling the 
latter to market the comparatively small surpluses of their 
production It would be seen that the two groups of producing coun- 
tries might get together, consult each other and, if possible, seek 
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an agreement Even some of those experts, who have maintained 
free-trade views, have not been against such agreement if freely 
concluded Only organisation of thermarket can put an end to the 
crisis ” Another line of advance suggested is the extension of 
international agricultural credit The merits of co-operation as the 
great remedial agency to be employed are fully discussed but it is 
added that “this work of co-opeiation will take time It will be 
long before it can produce decisive results 

One feels somewhat ungrateful when ciiticising the recom- 
mendations of such a report But it would appear that a convincing 
case can be made out at least for a change of emphasis as regards 
the recommendations It is submitted that the mam remedy is the 
spread and complete integration of the co-operative movement, 
the other suggestions, even if useful, are but of supplementaiy value 
It will be some time before a number of important preferential ar- 
rangements can materialise Nor can such arrangements or treaties 
serve either as complete guides to production or adjust pro- 
duction to demand fully, or remedy materially the disparity of prices 
as between agriculture and manufactures They can only serve as 
a supplementary measure as regards agricultural production The 
reason is that there are definite limitations to the efficacy of state 
action in regulating production 

The main fact which one has to remember is that the agricul- 
tural crisis IS eminently international in character and that it has 
international factors affecting it, for that has a most important 
bearing on the choice of a remedial policy In the light of this 
central consideration, one can easily account for the comparative 
failure of the local remedies, and the smaller efficiency of regional 
agreements Thus the experiment tried with such vast resources 
by the Federal Farm Board showed the very limited scope of a 
policy of stabilising prices locally, and it is an American authority 
(Lipman) who admitted that “the farm relief problem is world 
wide one.” Protection, export bounties and subsidies also have 
not had anything like the expected results in alleviating the 

1 Econonuo Committee’s Report on the Agricultural Crisis, Vol. I, pp 62 
66-70 & 73. 
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agriculturists’ troubles For can preferential treatment serve as 
the prime agency in remedying the Depression, especially as it 
might conceivably help some countries at the expense of other 
countries A direct curtailment of pioduction has its own diffi- 
culties, since it IS particularly difficult to regulate agricultural 
production and there is, besides, the danger of causing a shortage 
of production 

What then is the main remedy for the agricultural crisis, and 
what should be the distinguishing characteristics of a really effica- 
cious remedy of such a complicated disease’ In the first place, it 
should be capable of general and world-wide application It should 
be capable of raising the general standard of living and thus 
stimulating demad , and at the same time it should be able 
to reduce the costs of production of the agriculturist It 
should directly reduce that increased burden of agrarain debt 
which has been the unhappy result of the present crisis It must 
lead to a better organisation of markets, must regulate the sale of 
agrarian pioducts and reduce the weight of middlemen’s charges. 
It should be a social tonic, and should improve the morale of the 
agrarian against the danger of reckless dumping from any country 
which might seek thus to break the back of the system of individu- 
alistic capitalism 

As M Michelis put it at the World Conference, agriculture has 
to organize itself in order to put itself on the same footing as manu- 
factures in the matter of adjustability to changing condition It is 
this handicap of agriculture which is at least paitly responsible for 
the disparity from which agriculture suffers in the matter of the 
relative prices of agricultural and manufacturing products But, 
in the case of agriculture, we cannot rely on mergers and combi- 
nations, nor even on forms of organisation imposed from above in 
the shape of centralised supervision and regulation by the state 
Nor will bilateral treaties go to the root of the matter, being in their 
nature partial and palliative. For the proper regulation of agricul- 
tural trade and production, you must begin from below in the spirit 
of Baiffeisen It is the co-operative structure when properly com- 
pleted which alone can endow the agricultural system with the re- 
10 
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quired self-consciousnesa, self-determination and self-regulation 
That will give it the elasticity and power of adjustment to changes 
on the demand side which are bound to become quicker in 
tempo, for the world is becoming more and more dynamic both 
on the side of production and demand The present depression is 
only the first great manifestation of that dynamic movement in 
the economic sphere, and in face of a future with immense potentia- 
lities of change, agriculture has to be re-organized Xo international 
agreements between countries will, by themselves, solve the final and 
fundamental problem of regulation of production as well For that we 
must resort to co-operation, since only when both producers and consu- 
mers are organized by co-operation and brought into touch with each 
other, can the regulation of production whether in the way of increase 
or curtailment of output be quite satisfactoiy Without such an 
organization, a curtailment of output might cause an absolute and 
resultant shortage But the case will be different when we have 
co-operative societies federated into national organizations of pro- 
ducers and consumers Each nation must build up such parallel 
structures of co-operation in order to secure automatic adjustment 
of production to demand 

We have it on the high authority of the Economic Committee 
of the League that agncultuie “has not sufficiently developed the 
commercial spirit It is not sufficiently acquainted with the condi- 
tions governing the remunerative marketing of its products, whether 
on the home or foreign markets It might have been added that 
the problem of marketing has itself become far more difficult than 
ever in view of the practice of steady dumping, exports subsidies, 
discriminating tariffs, high export surpluses, and various soits of 
state help and banking support extended in some countiies to 
exporters Even in the good old stationary and normal days, and in 
local marketing too, the farmer was much prejudiced by the absence 
of a co-operative structuie How much greater must be the difficul- 
ties of marketing now with all these new factors working ^ And 
what but the co-ordinated and co-opeiative organization of 
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the producer and the consumer can meet the situation ’ Move- 
ments towards a co-operative organization of cereal exporters have 
already been going on in a few countries under the stress of 
prevalent conditions, and there are similar efforts in some cases on 
the side of purchasers But the time is coming to push the move- 
ment forward and to make it general 

The Eeport on the Agricultural crisis has emphasised the 
necessity of the extension of international agricultural credit The 
object IS praiseworthy, but the movement might easily intensify the 
prevalent depression unless the granting of such credits is guided 
by co-operative organization There is the very justifiable fear that 
“ the granting of credits by an International Company might 
increase the production of ceieals and othei agricultural products 
the output of which was already excessive ” * There is all the 
difference between placing large credits at the disposal of the indi- 
vidual agricultunst, without giving him any guidance regarding 
their wise utilisation, and the proper distribution of such credits 
through co-operative channels At least we in India have been 
thoroughly taught by our experience the dangeis of facile credit 
But then it is objected that such development of co-operation will 
be a mattei of time Let it be pointed out in reply that — apart from 
immediate palliatives — every real remedy of the depression is 
bound to take time Take for example, the proposed rationalisation 
of industry by means of international agreements For years these 
have been discussed, but so far it has not been possible to take any 
steps to encourage or utilise them It will take a fairly long time 
to frame national and international policies for the control or the 
encouragement of such syndicates So also the development of the 
ideal monetary standard will require much hammering out of 
the principles, much construction of statistical material and a great 
deal of gleaning of experience by the authorities controlling curren- 
cies But even admitting that the growth of co-operation is a 
relatively slow matter, is there any assurance that the agricultural 
depression is going to terminate at a very early date ? That depres- 
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Sion IS developing before our eyes and many experts are of opinion 
that it 18 likely to be with us for a fairly long tune And, further, it 
might easily be followed by growth of dumping from some great 
country which is hostile to the capitalistic economy For here we 
have before us the horns of a dilemma If the Five Year plan fails, 
then dumping is necessary for the very existence of its authors and 
workers On the other hand, if it is successful, who can withstand 
the temptation to knock out the economic system of the capitalistic 
world enfeebled as it has been by an unprecedented wai and an un- 
heard of depression 9 Any way we should fortify the system by 
using the tonic of co-operation which alone can strengthen the 
agriculturists’ morale in order to withstand these future dangers 

It must be admitted that «o far the world has merely played 
or toyed with the idea of co-operation Having discovered the 
merits of the co-operative system and its potentialities about the 
middle of the last century, it has delayed its comprehensive and full 
development by eight decades Indeed the long depression of the 
Eighties was needed to induce many countries to give it a trial 
seriously In the halcyon pre-war days the idea was pushed 
forward far too slowly Even the World Economic Confeience which 
met under the shadow of the present depression could scarcely be 
said to have done full justice to it Now we have with us the 
Depression which will either end or mend capitalistic economy, and 
that economy has now to put forward its trump card — Oo-operation — 
which combines the best features at once of Individualism and 
Collectivism So far even in those countries which have come 
forward in the co-operative movement, the development has been 
uneven , the parallel and simultaneous development of distributive 
and consumers’ co-operation is yet to come in many lands, as also 
the co-ordination of these two lines of activity 

WOEK OF THE lUTEENATIONAL COMMITTEE FOE 

Intee-Co-opeeative Eelations 

It IS therefore that we welcome the establishment of the 
“International Committee for Inter-Co-operative Eelations’’ in 
O^eneva in 1930 under the auspices of the late M Albert Thomas, the 
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head of the International Labour Organization Its object is t6 
promote the development of moral and economic relations between 
agricultural co-operation and consumers’ co-operation In order to 
envisage rightly the potentialities of linking up co-operative pro- 
duction and co-opeiative distribution it might be permitted to refer 
to a few of the lines of inquiry prosecuted by the above Committee 
First might be noticed the repoit submitted to the Committee as 
to possibilities of direct and “ organic” relations between agricultural 
co-operation and consumers’ co-operation in the matter of wheat, 
flout and bread The representatives of quite a number of Euro- 
pean countries assisted in pooling experience and opinion The 
question discussed was whether the two sorts of co-operative 
societies should work together through ordinary commercial con- 
tracts or through the establishment ot say common mills or bakeries — 
thus joining up interests which were apparently antithetical In the 
course of discussion, light was thrown upon many gaps in the 
co-operative development of the countries reported on On this 
topic, a valuable report has been made by M Foisson regarding a 
scheme for creation of a co-operative flour mill or bakery to be the 
joint property of distributive co-operative associations and agiicul- 
tural co-operative societies for the sale of farmers' wheat The 
underlying idea is that we should not be satisfied with the 
establishment of merely commercial relations between existing 
co-operative oiganisations on the side of producers and consumers, 
but should endeavour by parallel and simultaneous action to create 
and develop co-operative organizations which might be organically 
related with each other and even have common institutions To 
take the example of the common flour mill, it might buy wheat all 
the year from the co-operative farmers’ society at the average price 
of the year, charge a fixed grinding fee and then divide the surplus 
profit which it makes between producers of wheat and consumers 
of bread Similarly a good deal of work was done on the co- 
operative exportation and importation of eggs in the case of 
Czechoslovakia, Germany and other countries — the idea here also 
being to bring productive and consuming co-operative societies 
into international contact A plan is now being arranged with the 
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conjoint assistance of the International Commission of Agriculture 
and the International Co-operative Alliance and the International 
wholesale stores to bring the producers and consumers together 
on international lines 

Mention has also to he made of the efforts which have been 
made during the post-war epoch in Hungary to establish relations 
between agricultural co-operators on the one hand and urban con- 
sumers on the other, as regards the trade in ceieals, eggs and dairy 
products in general Here the initiative has been taken by the 
‘‘ Futura” which is the big commercial organ of central co-operative 
societies in Hungary The consuming side is represented among 
others by the famous society called the “ Hangya ” as well as by the 
central distributive store for public servants The foreign trade 
carried on by the “ Futura ” is also in great part worked through 
co-operative agencies, especially by distributive stores and societies 
in Austria, Czechoslovakia, Q-ermany, Belgium, Switzerland, Italy 
and France The work of the “ Futura ’’ marks indeed a 
notable advance Houmania too has entered the field, at least 
on national lines, and its co-operative organisation is busy forming 
hens between rural centres and societies for production and 
sale of agricultural product^, and consumers’ co-operative societies 
formed in towns and villages The task of such co-operative ex- 
changes IS facilitated by the existence of the “Centrale Co-operative 
d’ Importation et d’ Exportation ” and the Central Co-opeiative 
Bank The former possesses the importance of forming the point 
of contact between the opposed organs of co-operative distribution 
and production It forms a guarantee for the transactions, and 
assists from its neutral position in the conclusion of the bargains, 
besides helping in their financing In other countries too, great 
efforts are being made for developing international as well as 
national co-operation Thus, in England the C W S (English Co- 
operative Wholesale Society) acts in close connection with numerous 
agricultural societies of producers Hence, it might be said that in 
England co-operative producers and consumers are coming into 
close touch and are educating and helping as well as encouraging 
each other But, what is of even more importance, is the number of 
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overseas co-operative societies of producers who are in touch with 
the C W. S The case of New Zealand Produce Association is a 
special one, but the G W S is directly in touch with pioducers in 
Denmark, the Channel Isles, Canada, Spam, France, etc By the year 
1920, the idea of bringing the C W S in diiect contact with co- 
operative producers in New Zealand was formed These producers 
of New Zealand are represented by the New Zealand Producers’ Co- 
operative Marketing Association, and an enormous trade is being 
carried on truly co-operative lines 

It IS on such lines that agriculture will work out its salvation 
by co-operative methods The task is well begun, and thanks to 
various bodies like the International Committee of Interco-opei stive 
Eelations, it will be pursued energetically India has so far been 
one of the countries in the van of co-operative progress , but there 
IS room to ]oin the new move for the co-ordination of distributive 
and productive co-operation which can do so much to mitigate the 
agricultural depression which otherwise might become chronic. 

The Depression in India 

We in India too must borrow a leaf from this great volume of 
co-operative progress as a remedial factor, for we too have had 
our full share of the “ Economic blizzard ” Most features of the 
world Depression have been reflected here Thus we see a rise in 
production — mostly on the industrial and mineral side— though even 
on the agricultural side in some directions our production exceeded 
effective demand and was characterised by its usual inelasticity 
Coming to the price aspect of the Deptession there, too, the change 
has been enormous and the prices of export staples have fallen 
between the years 1929 and 1931 by 60 per cent in case of raw 
3 ute, 49 per cent in case of oil seeds and 47 per cent in case of 
wheat to 36 per cent in case of nee ' In an important article on 
the subject Prof Muranjan has observed that “the fall in prices in 
India has been brought about by the growth of output and business 
on the one hand, and the decrease in the rate of expansion of 


1 “Review of the Trade of India,” 1930—31, p 7 
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currency and the violent fall in its velocity on the other”* The un- 
doubted utility of this dictum would have been enhanced by pointing 
out that the very heavy fall of prices was also a causative factor in 
its turn, and was reducing the demand for currency as is shown by 
the heavy seasonal returns of rupees Another aspect of price move- 
ment in India — where also a close parallelism with world conditions 
IS traceable — is the divergence between the prices of primary articles 
and of manufactured products Mr H A F Lindsay has made 
continuous and important studies of this aspect and has shown that 
the index numbers for the two kinds of products stood farthest 
apart in India during the period 1923-24, approached closest in 
1928-29 and have again diverged Another matter as to which a 
parallelism between the Wor’d conditions and the state of affairs 
in India might be safely presumed is the falling off of savings and 
investment, and yet on this subject the Indian figures can only be 
conjectural, in view of the many abnormal influences adversely 
affecting investment at home and encouraging investment abroad 
The other main aspect of the Depression with reference to this 
country which we can notice here is the alteration of the balance of 
trade A glance at Statement II of the Report of the Controller 
of Currency tor 1930-31 shows the fall of the total favourable visible 
balance of trade from 63 crores in 1928 — 29 and 1929 — 30 to 38 
crores in 1930 — 31, though it must be noted that the figures for 
the former two years were exceptionally high and the average tor 
the pre-war quinquennium was 42 crores Another remarkable 
feature of our recent balance of trade consists of the large amount 
of remittances on private account for investment purposes The 
flight of capital was alarming enough, though it was interpreted by 
some as a sign that India was becoming a creditor-country But, 
with a change in currency conditions, the alarm has abated and the 
flight has become much less serious 
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Potentialities op the Development op Co-operation 
IN India 

While not denying Ihe merit of other remedies, we can see that, 
had we put our full strength into the development of Co-operation in 
India much could have been done to mitigate the evils of the 
Depression to the agiicultuiist cisss, and through the increase of its 
consuming power to the communitv in general It is significant 
of the importance of the co-operative policy that the Economic 
Depression Inquiry Committee set op last yeai by the Government 
of Madias emphasised the potentialities of lemedies on the co-ope- 
rative lino The Committee did well to mention the value of co- 
operative supply and sale as well as of credit Foi the fact is that 
although we have^made a groat drive forward in Credit co-operation 
we have failed to see that tho distributive, productive and credit 
forms and aspects of co-operation are mutually complementary and 
add to each other’s stiength and solidity It would have been well 
to use credit societies as the bases of sale and purchase societies 
and to organise co-operative purchase and sale unions Eor until 
there is a parallel development of co-operative production and 
distribution, one cannot employ the co-opeiative method and agency 
for regulation of production and prices and for giving them grea- 
tei stability. Throughout the world, the piesent crisis is a ciisis 
of disorganisation, a ciisis in lespect of the sale of agricultural 
products ” 

In fact, the opinion in co-opeiative circles in this uountiy has 
already been moving towards the necessity of this haimonious devel- 
opment Let us quote from the very important and recent work on 
” Co-operation in Bombay” by Prof H L Kaji “It must not be 
forgotten further that in the economic organisation of society, Dis- 
tribution IS as important as, if not more than, production 
If Eaiffeisen Banks attempt to help the agriculturist producers and 
if Schulze-Delitzsch and Luzzati Banks, the urban artisan, trader and 
other small producer, the Store recasts the distributive system effec- 
tually and organises the society from the other end, that of consumers 
Whether it is consumption for production oi consumption 
11 
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for existence, the store movement really ts the instrument of organis- 
ing, and remodelling the whole system of supply ” It might be 
added that, as we have seen, throughout the world during the 
post-war epoch the lesson has been learned of parallel and 
co-ordinated development of Co-operation We in India 
should also take that lesson to heait Eoi it is only a fully- 
developed system of Co-operation — one whidi is fullv integrated as 
well as divei aified —that can be of substantial assistance to India 
at petiods of such gieat maladjustments Unfortunately, for 
various reasons, the problem of the successful management of Co- 
operative stores has been found to be particularly difficult in India 
On the Bombay side, a great experiment was tried during the war 
time Besides the large number of stores which were started, there 
was an attempt at organizing a Wholesale Sooiety But the 
attempt failed very soon in spite of the activity of a special Assis- 
tant Registrar foi Purchase and Sale who was appointed to assist 
it In other parts of India, too, theie have been numeions 
examples of failures of stores 

But the problem of Consumers’ Co-operation in India though 
difficult to solve IS by no means impossible to solve All pad v a 
decade ago Dr Slater, a zealous co-opeiator, had put foiwaid a 
senes of valuable suggestions which might have been adopted with 
advantage Prof Kaji and Mr R N Mehta (Manager, Piovincial 
Co-opeiative Bank, Bombay) have also put forward sound and useful 
suggestions based on their wide experience These gentlemen have, 
for example, emphasised the need of simultaneous inauguration of a 
Wholesale Society and of a nurabei of affiliated retail stores in each 
province These two agencies would supplement each other, for 
the stores would give custom to the Wholesale, while the latter 
would help to finance the formei and to keep them from falling 
under outside control In any case, we have reason for high hope 
looking at the success achieved at least in rioimal times on Bengal 
side, by oui jute sale organisation and Nowgong societies foi pro- 
duction and sale of the ganja 

This IS not to deny the claims or the utility of other lines of 
co-operative development in our country Co-operation will no 
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doubt contribute much, foi example, to a sober and steady progress 
of the Laboui Movement on right lines We have to profit alike 
fiom the diawbacks and the excesses of the Labour Movement in 
other lands We have to exeit ourselves to the utmost to meet the 
just claims of labour and to assist it to develop its skill and capaci- 
ties and to get rid ot that incubus of debt which is piling up heie 
by a process paiallel to that on the agricultural side In no country, 
again, are the prospects of the small producei and industrialist 
better worth impioving than in India , and this task can be achieved 
thiough the instiumentality of co-operation It is an unhealthy and 
unsound pioceduie to hand ovei production mainly or solelj to giant 
businesses, and heie, too, the redemption of oar industrial system and 
its spread over the couiitiy might he with co-operative enterprise 
In that respect our task in India is easier, for, while in the advanced 
industrial countiies gieat and developed schemes of production and 
distiibution have to be repaired in the light of experience of depres- 
sions, crises and class-antagonisms, we in India are yet in the initial 
stages of such development and can lay down better lines of evolu- 
tion, thus saving much waste and duplication of etiort 

Value op India’s Financial Co-operation 
TO the World 

But it on the side of Co-operation on the national plane India 
IS still mustering her full strength, on the side of international co- 
opciation she has made a signal display of her power The exports 
ot gold amounting to about 56 ciores has not only stopped the flight 
from the lupee and sustained her own exchange, balance of trade 
and public finance but has also assisted the world materially in the 
mattoi of business stabilisation The paying up of Indian loans has 
been a factor not only in the improvement of Indian finance, but in 
setting money free in the great centre of world finance and has 
enabled that centre to meet her foreign short-term loans Not that 
countiies like Great Britain did not contribute of their gold , nor did 
we in India proceed so far as to melt down coronets and swoids of 
honour But it might be asserted that the material as well as the 
psychological value of the Indian contribution was the greater For 
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(phat had been utterly unexpected had happened , and the mysterious 
‘ wealth of Ormus and of Ind ” was becoming at last a factoi to be 
reckoned with on the supply side of the monetary situation It was 
indeed a brilliant display of the great financial power of India 
While some countries with the most advanced forms of banking 
save been sterilising and virtually hoarding gold, it was left for the 
30untry which had been reputed ‘ the sink of the world’s gold ’ to 
loine forward to help the world in her direst need We need not 
aowever draw the unduly optimistic inference from this that India 
3an suddenly transform herself into a cieditor-countiy ^ Economic 
Hstory teaches us how great the difficulties aie in the way of such 
V sudden transformation Take the case of a country like the 
United States, exceptionally endowed by natuie and possessed with 
inequalled talents, too, for pushing these advantages , and jet Prof 
Taussig — an authority second to none — confesses himself suiprised 
;hat even after some decades of unprecedented increase of lesources 
A.merica was able to become a ci editor country during the war- 
seriod “The remarkable thing is that the later transitions, 
nvolving the shift from an established borrowers’ position 
.0 the position of an established leader, should be compressed 
within less than a single decade’’- Thus we find that an eminent 
jconomic authority is left wondering that even the last phase 
Df the transformation to the position ot a creditor country was 
ichieved by the United States within a decade, in spite of its 
fc’ast and constantly expanding savings and the destruction of 
capital in Europe Moreover, Prof Taussig was right in adding 
that “ quite possibly the eventual outcome will prove to be less re- 
volutionary than these first experiences seem to indicate ’’ Poi 
America has proved to be a shy and fitful ci editor at the best 
Turning fiom this great example to Indian conditions, no one can 
seriously asseit that Indian savings have been growing at anything 
like a very rapid pace oi anything compaiable to the American 
precedent Noi can we doubt, on the othei hand, that in the near 

1 Referenoo might be made to a very instructive article on this subject by Mr 
Ramchandra Bau in “ Indian Journal of Economics,” January 1933 

■Taussig, International Trade,” pp 327—339 
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future the demand foi capital for the development of Indian 
industiialism and foi the lationalization of agiicultuie will far 
exceed anything that we can save up in India foi decades to come 
Nor can we depend — as banking conditions are at present — on putting 
forth nauch more of our gold, lot it is the one luxury of, as 
well as the bank foi holding the last reserves of a laige poition of 
oui population Only a great change in oui banking system as well 
as in our social conditions and in oui “landaid of living, can mobi- 
lize and make available much more of our gold It is only as the 
geneial standaid of living impioves in india and includes many 
inoie objects of luxuiy, distinction and social prestige, that gold can 
be turned mainly to its monetary use Wc cannot safely diaw in- 
ferences from what has happened undei unprecedented canditions of 
great distiess to the potentialities of normal tunes 

Nevertheless, the inonetaiy power shown by India recently 
might well fill us with high hopes, and assure us that a new and 
brilliant chaptei in the monetary history of India could be 
opened, even with our present resources, could we but stait an 
adequate banking system with an efficient and well-planned 
Eeseive Bank at its head With the growth of the bank- 
ing habit, oui savings can increase rapidly, for the Indian is 
thrifty to a fault Only, at present, on account of the want of a 
propel banking system a great deal ol our savings never mature 
into investments One can also well imagine the value of a Central 
Bank in mobilising our gold supplies and in regulating not only 
their ingress and egiess but their full utilisation and employment 
The relief afforded by the present gold expoits tiom India to the 
world IS only a sample of the vast fmancial power into which India 
can develop in time While then, on the one hand, it is oui duty to 
start a Central Bank on the best precedents and piinciples, so as to 
invite the confidence of the world, it is also the duty ol those coun- 
tries which are in a position to help in the matter to co-operate 
with us, so that oui Central Bank should start with the necessary 
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EECIPROCITY and PBEi'ERENTIAL AGREEMENTS AS METHODS 
OP International Co-operation 
Perhaps in conclusion, it might be peimissible to refer to a 
recent article in the “ Times ” by the present writer upon the 
potentialities of commercial reciprocity between countries like India 
and Great Britain, and to develop the subject a little further 
During the course of the present Depression, the remedial potentiali- 
ties of agreements for reciprocal commercial advantages between 
countries have been repeatedly indicated The Indian Delegation 
has opposed the conclusion of such agreements through the msh u- 
mentahty of the League, since the objects of the League must be of 
a universal character and it should not be made the agency for 
striking private baigains But given the proper conditions ot 
reciprocity and the suitable modus operandt, there can be no denying 
their value These conditions are that the chief lines of production 
in the two countries concerned should be moie ot a complementary 
than of a competitive character, that the reciprocal demand for 
each other’s goods must be strong and urgent, and, generally 
speaking, that the two countries should not be in the same stage of 
evolution ot capitalism and business enterprise Freedom of 
bargaining power and advantage to be secured for both sides are 
also to be postulated It is on these grounds that the agricultural 
countries of Western Euiope are seeking Eeciprocity with those 
of Western Europe No doubt the constant efforts to realise 
regional agreements in the ease of Central Europe must bear fruit 
But theie is scope for Eecipiocity in many othei diiections For ex- 
ample, in a wide area like the British Empire there must be some parts 
which are in a position to practise reciprocity to mutual advantage 
The case for Eeciprocity within the Empire was however 
prejudiced and its lealisation was delayed by the movement for 
Imperial Prefeience, which implied only one-sided gains Conse- 
quently, Indian opinion including in this case official opinion — 
was entirely against the idea Fiom the days of Lord Curzon’s 
minute in 1903 to those of the Fiscal Commission’s Eeport the 
trend of opinion was uniform that India has very little to gam 
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in return, and that she has a great deal to lose or risk by adopting 
a policy of Prefeience Under the circunastances then existing, no 
one could quarrel with that dictum, since Great Biitain was then 
a free-trade country and had nothing to offer us as a qmd pro quo 
Her whole attitude then was indeed the antithesis of her present 
one The present position of opinion in the United Kingdom in 
the mattei has been thus defined recently by the Secietary of State 
for the Colonies (Sn P Cunlitfe Lister) “Theie is another kind 
of business deal the kind that is becoming, I am glad to sav, moie 
common to-day, wheie people may be competitors, but in a way 
wherein there is a community of interests The real business 
deal that ‘comes off’ to-daj and lasts, is the business deal where 
the principals sit down as paitiieis meaning to get the best out of 
the deal because they have a common inteiest to serve, where they 
can talk frankly about their own economic and political difficulties”^ 
This pronouncement is as important as it is authoritative, in as 
much as it marks the evolution and transition from Preference to 
Reciprocity — an evolution which has taken a quarter of a century in 
time, and has required a ladical change in the economic condition 
of the Empire as its condition precedent 

As we have seen, the idea of Imperial Preference found no 
favour in India, but a veiy difteient treatment has been accorded, 
to that of Reciprocity as equal partneis If we turn up the 
evidence given before the Fiscal Commission, we shall discover 
quite a numbei of pronouncements from Indian economists of note 
very favourable to the policy’ of Reciprocity , and obviously no 
occasion could have been more suitable for producing such dicta 
Thus Mr Haikishen Lai — the well-known Punjabi bankei, pub- 
licist and Minister — told the Fiscal Commission that he was for a 
policy of “impeiial Pieference with recipiocation " So also Mr 
Manu Subedar urged that “ with the United Kingdom there are so 
many outstanding political questions to settle that the gianting or 
witholding of favourable treatment must be part of the entire 
bargain which may ultimately come to be settled with them ” 


The “Tunes,” IGth Pebraarv, 1932, 
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The reasons for the manifestation of such views in favour 
of the policy of Recipiocity are not difficult to trace The main 
objection to the idea of Preference was the one-sided nature 
of the gain aimed at But the general economic situation 
had also changed radically since the first decade of the 
century when Prefeience was a live issue In those days, 
the main danger to the nascent industries of India came 
from British imports But the situation has been changed radically 
by the steady decline of British imports into India, by the introduc- 
tion of Protection both into Great Britain and in India, and by the 
far greatei competitive strength shown in Indian maikets by Japan 
and other foreign countries 

There has been, it might be pointed out, a parallel development 
in the Economic history of Gieat Britain and of India during the 
present century The dominance of the former as a manufactuiing 
power has been greatly weakened by the rise of manufactures in a 
great many other countries Sir Josiah Stamp has put the matter 
with admirable clearness and brevity “ Our industrial children 
abroad have grown up and compete with us We cannot for ever 
supply both cheap cotton goods and also cotton machinery to the 
East. Many of our export supremacies have thus passed ” ^ But if 
Gieat Biitain has been losing the power which she had held for a 
centuiy as the dominant manufacturing country, something like the 
same development has been depriving India of the pride of place 
which she had held for over two thousand years as the exporter of 
piimaiy products For the scientific exploitation of the Eastern 
Archipelago, of South America and of Africa by Euiopean powers 
IS bound to cut out the markets for India’s law materials Thus 
Argentina is overshadowing India in the matter of linseed, and 
Java as legards tea The exporting power of India as regards 
wheat and even in the matter of rice is being shaken , and looking 
to the vast areas being opened up exploited for raw materials there 
appears no end to this growing competition Only recently we find 
Indian hemp was being cut out in Germany by the African Sisal 


Sir I Stamp, “ Papers on Gold and the Price Leve)," p 67 
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If then both Great Bntain and India are losing then niaikets, and if 
they are so constituted as to be the steady and suitable markets for 
each other’s products, the need for and wisdom of lesoiting to a 
policy of Eeciprocit}' is obvious The giound foi this has been 
cleared by the better defined idea of Raciprocitv which is now being 
put forward in Great Britain 

But this IS not the place to develop fully the particular theme 
of Reciprocity between Great Britain and India At the same time 
it might be pointed out that the subject is closely allied to the main 
line of our treatment For the topic of the rapid growth of produc- 
tion of primaiy materials has been and will be for a long time one 
of supreme interest for the world, while the problems of adjust- 
ment of markets to such increasing supply is also of vital impor- 
tance from the point of view of economic equilibrium Neverthe- 
less, the subject was taken up here only as an illustration of the 
growth of Recipiocity in the world for which there is wide scope 
It undoubtedl5’ enlarges the areas of commerce and exchange It 
IS certainly a useful form of international co-operation, and it 
mitigates not only depressions but other economic dangers While 
in the case of British Empire, Reciprocity is the successor to the 
idea of Imperial Preference, in many other parts of the world it 
will take the place of Economic Imperialism , for undoubtedly it is 
the antithesis of the old policy of Imperialism and of exploitation 
The logic of events and the increasing economic solidarity of the 
world have effectively exploded the fallacies underlying the concep- 
tion of Economic Imperialism The policy of economic exploitation 
having lost its attraction and its potentialities in the light of the 
new ideals of equal co-operation of nations, some other policy is 
required to take its place , and the notion ot Reciprocity is 
the natural heir to that of Economic Imperialism We might 
anticipate that it is under the expanding regime of this policy 
of Reciprocity that the economically advanced countries will 
assist in futuie the systematic, timely and expeditious progress 
of less-developed lands The potentialities and even anticipa- 
tions of the spread of such Reciprocity are not hard to find 
Thus, if Chinese Economists like Dr Tsung-yu-Sze are, on 
13 
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the one hand, announning that “it is not China’s wish to refuse 
foreip;n co-operation ” in economic matters, wo find, on the other 
hand, American Economists like Culbertson and Buell discussing the 
lines on which the supply of foreign capital could be placed at the 
disposal of China In fact, the present generation might be con- 
giatulated on witnessing the last phases of the policy of Economic 
Impenalism which has dominated the world for untold centuries, as 
well as on seeing the rise and development of the wise and mutually 
beneficial policy of International Reciprocity, It need seatcely be 
added that the record of Economic Impenalism was that of one- 
sided exploitation, in many’ cases, while the notion of Eecipiocity is 
essentially based upon the principle of International Co-operation 
When we consider the importance of the movements like the 
Warsaw Conference, the work going on foi securing an economic 
hloc of the Danubian countries, the strivings after a Customs union 
of Europe and the expectation^ entertained of the Ottawa Con- 
ference, we feel that the world is entering upon a new era of 
Reciprocity 

There can be no doubt that we aie about to witness a consi- 
derable extension of the policy of Reciprocity The last quinquen- 
nium alone has produced seveial projects and projects of that 
nature in Europe The scheme of a customs Union of Europe has 
been exercising a great fascination on so many minds , but theie 
are difficulties in the way of the economic consolidation of 
Europe as a whole, even in spite of the Locaino agieements 
and their salutary influence In anj’ case even, if such a project 
succeeds in future, it will be introduced only giadually and by 
stages As Prof BlemerHantos has remarked there will be successive 
stages of any such unification of Europe and it will be necessary 
to begin with groups of countries which are dependent upon each 
other economically and geographically M Briand’s scheme for a 
European Union was admirably presented in general featuies, but 
that great statesman lacked the gift of working out practical details. 
In the hands of the Commission of Enquiry’ on European Union, the 
project has become somewhat anaemic The next project for a 
system of preferences was formed at Warsaw in 1930 It would 
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have had a better chance of success had not an attempt been made 
to implement it through the League of Nations Such an attempt was 
bound to fail since the League’s line of work must be universal and 
not regional But the economic factors making for regional and pre- 
ferential agreements are so strong that a new attempt is being made 
to foim something approaching a Customs Union of the five Danu- 
bian States — Austria, Hungary, Eumania, Jugoslavia and Czecho- 
slovakia The project is meant to undo the fragmentation of the 
Austrian Empite, to lower tariff barriers and to supply a remedy 
against the gieat agiicultural depression The main difficulty seems 
to be that several of the states which desire to enter the Danubian 
Union, have Most Favoured Nation treaties with outside states, and 
these states would shaie any pieferences which would be granted 
within the futiiie Unions Attempts aie being made to induce these 
outside states to waive then rights under such treaties In any 
case, we might feel pietty sure that eventually some sort of prefei- 
ential system will maleii.ili'e- — so gieat is the need felt foi it 
Needless to sav that the economic value of such agieements for 
Eeoiprocity oi prefeience is smallei than that of a goneial Economic 
disarmament and anall-ioiind lowering of tariff barriers Neveitheless 
such iiiultilateial agieements of a piefeiential character aie to 
bo welcomed as steps leading towards general agreements foi 
lowering tariffs and as indications of the growth of International 
Co-operation 

Anything like a general survey of the Economic conditions and 
trends of the day must iinpiess the mind of the observer with one 
lesson — that we are approaching one of the great turning points of 
the Economic Histoiy of the world The benefits and advantages 
of the competitive aspects of Economics have been emphasised — even 
perhaps over-emphasised during the past two or three centuries, 
and competition has tended to be the guiding principle in the Economic 
life alike of individuals and of nations But the dominance of that 
guiding principle began to be shaken by the end of the last century 
when we began to apeak with enthusiasm of the imminent transition 
“ from Individualism to Collectivism ” The first three decades of 
this century has given us a new slogan — that of the “ planned 
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economy ” — planned both in relation to individuals in a country and 
to the nations of the world But planned economy can be the 
objective result of various economic principles — of Socialism, of 
Communism or of Go-operation Here lies the choice of principles 
before the world, and the result can be foreseen with tolerable 
clearness Few nations are prepared to abandon the competitive 
principle with all its undoubted advantages completely — to break 
with it (and with past historical evolution) altogether, and to rush 
to the opposite extreme of submerging the individual existence of 
man entirely into the sea of mass — perhaps crowd-action We 
want to combine the best results of both principles of Individua- 
lism and of Collectivism We cannot afford the excesses either of 
the Libertarians ” or of the Compulsanans ” — as the two opposite 
schools have been termed by Prof Carver We can deplore the 
evils of Individualism and of the piesent system of capitalistic and 
competitive economy , but we cannot, with advantage, undo the 
evolution of lecent centuries The wastes of competition even in 
normal times — the still greater wastes of the business cycle — we 
frankly and freely admit, but even the lecognition of these cannot 
make us ignore the still more dangerous or repulsive aspects of 
Socialism — let alone of Communism 

Weie we to adopt the alternative of Socialism, we should be 
getting rid of a mighty engine of progress — the institution of 
private property We cannot afford to lose such a gieat economic 
stimulus Nor, on the other hand, can we allow the institution of 
property to be made the instrument of social injustice It is under 
a regime of Co-operation that the institution of property is secured 
while the use of property by the individual is controlled by the 
organisation of producers on the one hand and of consumers on 
the other. 

It IS well to be clear about the nature and potentialities of 
Socialism as well as about its limitations There can be no doubt 
that the Economic functions of the state will and might experience 
an extension in some directions with advantage But such extension 
must leave ample scope for the entei prise and initiative of the 
individual and also of the co-operative group on the one hand. Nor, 
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on the other hand, should such extension stand in the way of the 
growth of Economic Internationalism The extension of state activity 
must needs be supplemented by such group action within the state 
on co-operative lines, for the whole community is too large a body 
to function efficiently as a single economic unit of conscious organi- 
sation, while the best form of the functioning of smaller groups 
within the state is that of co-operative organization In fact both on 
the political and on the economic side the lange of the activity of 
the state must be limited by the necessity of giving their due to 
group activity on the one hand and to Internationalism on the other 
Economists are coming to the conclusion that neithei Individua- 
lism nor Socialism, as conceived at present, can yield eithei 
maximum efficiency in production or maximum welfare as regards 
consumption Thus Mr Keynes has told us that what he calls “ the 
true Socialism ot the future will emerge from an endless variety of 
experiments directed towards discovering the respective appropriate 
spheres of the Individual and the Social ” So also Mr Hobson in 
company with many other Economists believes that the problem of 
Socialism vs Individualism turns upon the problem of incentives , 
and that we cannot, in the light of this fundamental fact, assert that 
the choice lies solely between Socialism and Individualism If then 
it is a question of proper incentives and stimuli in the matter of 
production and distribution, few will dispute the efficiency of Co- 
operation in this lespect Obviously that de facto Co-opeiation and 
profit-and-losB sharing which prevails so widely in the world as 
Prof Mai shall has shown, requiies to be largely developed 

In his valuable study of “ Capitalist Enterpiise and Social Pro- 
gress,” Mr, Maurice Dohbnotices that repeated pi oposals weie recent- 
ly made as regards “ super-imposing an element of conscious control 
on the economic anaicby of the industrial system He asseits the 
need lor leraedying the present instability of the capitalistic system, 
and piophesies that “the future will see economic anaichy moie and 
nioie encroached upon by forms of conscious control ” While theio 
are many kinds of conscious contiol (eg, the extension of the Econo- 
mic functions of the state or international regulation) the best form of 
social control must be based on the organization of the producers 
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and the consumers — an organization which is best carried out on 
co-operative lines It is such an organization of the smaller pro- 
ducers, and especially that of consumers, which alone can upset the 
regime of Mr Dobb’s “first giant” — the great monopolist and 
financier, the giant entrepreneur 

Mr Dobb proceeds to consider various suggestions for 
overcoming the economic anarchy of the day He passes undei 
review a number of potential remedial agencies, among them 
the growing Labour Movement, Collectivism, “ the Semi-Collecti- 
vist prescription of the neo-Liberal, ” and finally Communism He 
envisages the views of the Distributivists and notes that while 
they were once held only by a few eminent members of the Intelli- 
gensia — like Mr Chesterton and Mr Belloc — “since the War, 
it has been given a political significance by the rise of peasant 
movements in Central Europe, whose aims seem to be of this 
kind Should their attack on modern industrialism gather strength 
in the future this le-establishment of diffused owneiship may 
well become a political issue with which a reckoning will have 
to be made ” He might have added that it is in this region 
ot Europe where such “Distributivists” hold the reins of power 
that great advances have been made in Co-operative policy and 
the greatest zeal has been shown for the principles of Co-opeia- 
tion 

It IS a piece of good fortune that while mankind is at the 
Cl OSS roads — contemplating the spectacle of the gieatest evils 
that competitive economy can witness and pondering ovei the 
various methods and potentialities of “planned economy” — a lead 
has been given to the world by the great experiments in Inter- 
national economic co-operation being carried out at Geneva 
International Co-operation, though begun long befoie our days, has 
become a reality during the last decade, and the Economic historian 
of the future will note the year of the assembling of the World 
Economic Conference of 1927 as the greatest landmark in the pro- 
gress of International Co-operation But the necessity of the practice 
of co-operation was obvious both as regards individuals and as 
regards nations. You cannot appeal for it in one of these spheres 
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without oreatinpf a demand for it in the other Thus the World 
Economic Conference, though making International Co-opeiation its 
prime object, had to emphasise the importance of Distiibutive, Pio- 
ductive and Credit Co-opeiation as the gieat curative economic 
agent and the guiding principle behind a great deal of what has 
been termed “Rationalization, ” both in the field of agiiculture and 
that of manufactures Hence that field of Co-operation is also 
being cultivated, and here again Geneva has been a great focus of 
activity Has any greater compliments been ever paid to Co-opera- 
tion than this — that in the midst of the greatest Depression known 
to mankind Co-operation is appealed to at every turn of the long 
search for remedies 9 

Here then lies a great field of work for economists , and to do 
them justice they have already begun vigorous work on it All 
studies of “ Woild Economics ’’ must need be studies in Inter- 
national Co-operation and we possess a large and growing numbei 
of such studies But we are still awaiting the advent of some out- 
standing economist who will perform the same service for this new 
aspect of Economics that was rendered to Competitive Economics by 
Adam Smith 

The well-known phrase “ from Status to Conti act " justly sum- 
marises the economic task of the last few centuries But it might 
be supplemented as regards futuie development by adding “ and 
from Contract to direct and conscious Co-operation ” The need and 
importance of this addition will be made clearer by a brief expla- 
nation During the last three centuries, the economic woild was 
busy building up a series of great competitive institutions There 
was, for example, the development of entrepreneurship and of the 
power of Finance in theii various forma There was also the 
foimation of the Wage-System and of the industrial proletariat 
Corresponding to the rise of these and other competitive institu- 
tions, the science of Economics became, to a great extent, either a 
Science of Prices ” or ‘ the Economics of Enterprise ” The object 
of the policy of Laissez fane was to facilitate the working and the 
momentum of competition both upon the national and international 
planes But the last few decades have witnessed a great change 
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both in the Economic outlook and in Economic Institutions 
Economic Science is becoming more and more a study of Economic 
welfare On the Institutional side, we have the use of such a co- 
operative institution as the Bank for International Settlements in 
the region of finance Further co-operative methods and institu- 
tions have found a highly favourable soil in the sphere of Monej' 
and Banking In the world of Labour we hear more about plans 
of Profit-Shaiing, of Oo-partnership and Employee lepresentation 
One remembers Marshall’s words when he spoke of progiess 
from a de facto profit and loss sharing to conscious profit and loss 
sharing and thence to the “ still higher but much more difficult 
level of true Co-oporation ” When we come to international trade 
and production, we are led to think of the Ottawa programme of 
“ Complementary production ” and “ Empire rationalisation ” Then 
again, we have Intel national Industrial agreements which are 
obvious!}’ a means ol moderating international Competition Such 
a rapid development of co-operative institutions is due to the fact 
that a mainly competitive system left too much room for 
maladjustment, instability, and conflicts It was essentially 
unstable not only on account of the conflicts but on account of 
the excesses of unregulated competition Hence, the necessity of 
inaugurating a comprehensive co-operative policy To quote again 
the great Cambridge economist “ the world is only just beginning 
to be leady for the higher work of the co-operative movement . and 
its many different forms, may, therefore, be reasonably expected to 
attain a larger success in the future than in the past” 
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